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--- On commencing at 10:00 a.m, 


THE CHAIRMAN: Order, please. Mr. Mauro? 


. “ire 


ERNEST W. WILLIAMS, JR. (resumed } 


RE-EXAMINATION BY MR, MAURO: 


Q. Dr. Williams, I would like to deal with a 
few matters by way of re-examination. At page 17007, 
volume 101, you were being cross-examined by my learned 
friend, Mr. Cumming. 

The following questions and answers appear: 

"Q. You are familiar, I take it, Dr. Williams, 

with what are known as transcontinental rates? 

A, Yes. 

Q. And they are established, as I understand 

it, in order in part at least to meet off-shore 

competition at the coastal pints. For instance 

a transcontinental rate might be put in between 

Toronto and Vancouver to meet off-shore 

competition at that point? 

A. Yes, eee 

Q. And that rate may under those circumstances |» 

be lower because of that competition than a 

rate from an intermediate point closer to 

Vancouver than the competitive rate so 

established? 

A, Yes, quite so." 

I wanted to be clear, Dr. Williams, and the 


Commission to have this situation completely clarified. 
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Now, for example, if there are manufacturers in Toronto 
and in Winnipeg -- 

MR. SINCLAIR: I would think, Mr. Mauro, if 
you do not mind me bringing it to your attention, that 
the next question and answer should also be read, 

MR, MAURO: Perhaps I will ask my question and 
get my answer and then read in the next question and 
answer. 

MR. SINCLAIR: Well, I would like to have the 
next question and answer, where my friend stopped 
reading, brought into the transcript at this point, 

THE CHAIRMAN: The witness can have his mind 
refreshed by reading it over. 

MR. MAURO: He certainly can, Mr. Chairman. 

Q. So, it is clear, Dr. Williams, if there is 
a manufacturer in Toronto and in Winnipeg both shipping 
into the Vancouver market and off-shore competition 
manifests itself at Vancouver, the railway publishes a 
competitive rate from Toronto to Vancouver, should they 
publish a comparable rate from Winnipeg to Vancouver? 

A, Well, that is an interesting and troubleso 
question. The competition we were talking about in that 
earlier exchange with Mr. Cumming is what I described as 
a market type of competition, and I think the type to 
which you are still referring falls in that category. 

The competition of export traffic on the 
Seaboard is a thing we have had a little experience with 
in the United States and in connection with which I 


cannot recall any instance in which we had to meet an 
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issue of quite that kind for that precise reason. 

It has been a general principle with us, 
however, that under regulation the carrier's election to 
meet competition is open to it, providing it can do so 
at a compensatory rate and it is an election that does 
not permit the carrier to choose among the competitive 
circumstances that may be involved with a like force and 
kind of competition. 

That rule I cannot recall that we have applied 
in a situation in which the competition was market 
competition only. We do it all the time when we are 
dealing with carrier competition -- competition from oth 
types of carrier. 

It seems to me, though, that from the point of 
view of economics it is a rule that could appropriately b 
extended to the kind of case you just mentioned, because 
if you do not use it, then, what you are saying in effect 
is that to permit the carrier to meet the competition fr 
one point but not from others, having, as I think your 
condition stated, competitive producers of the sate 
commodity or commodities attempting to reach the same 
market, and one indeed closer than the other, to whom the 
competitive rate was extended, that we have here a good 
economic argument for saying that if we desire to avoid 
effecting simply out of what might be called somewhat 
arbitrary treatment of the rates by the carrier the 
respective opportunities for thosé two producing centers 
to develop, then we must apply that kind of a rule, 


Q. I would expect. that the governing principle 
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have suggested at page 17008, where my learned 
e Camming said: 

"Q. And I suppose the propriety of it would 
be measured by the extent to which the railway 
could maximize its net revenue position? 

Would that be your opinion? 

A> Yes; I would think so." 


A. Yes, in this somewhat broadened context as 


compared with the earlier exchange would mean to me to 


maximize t 


he revenue, the entire traffic from all sources 


that would meet the external competition in the coastal 


market. 


Q. On page 17067 of volume 102, you were 


discussing matters :with my learned friend, Mr. Brazier, 


and the following appears: 


situation. 


"Q. Dr. Williams, would you consider it proper 
for the railways to be permitted to put in rate 
lower than necessary to meet the competition 
if, by doing so, they could maximize their net 
revenue? 

A, I really see no objection to that, Mr. 
Brazier. That is certainly true in the case of 
" 


carrier competition ,... 


And you go on to explain to him the particular 


And in the same exchange, Mr. Commissioner 


Mann discussed with you a particular matter. I am readi 


now from page 17071, volume 102. 
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"COMMISSIONER MANN: What I was looking at was 

page 17 of the volume for which you have so 
much responsibility, namely the Federal 
Transportation Policy and Program, where you 
say the government should retain sufficient 
control to prevent destructive competition 
aimed at driving out competitors on a basis 
other than economic Het eioney.” 

I wanted to read to you, Dr. Williams, the 
complete quotation that Commissioner Mann was referring 
to and ask you whether or not you felt the same, whether 
or not that represents your opinion as set out in the 
brief. 

I am reading from page 17 of a document entitle 
"Federal Transportation Policy and Program", U.S. 
Department of Commerce, March, 1960, on page 17 under the 
heading "Federal Role", 

"The Federal Government should reduce such 

restrictions on the pricing freedom of carriers 

as stifle economic efficiency. The benefits of 
competition could then be passed on to the 
public through reduced rates. The government 
should retain sufficient controls to prevent 
destructive competition aimed at driving out 
competitors on a basis other than economic 
efficiency, and to prevent excessive charges 
where there is little or no competition, as 
well as less exemption from the antitrust laws 


if needed. This program must be closely 


acted set ceplov eff to Ti easq. 


wwitidieneqas dome 


veolied maoizsa TOG RMBaE 


Jnemaxevos od Yas ‘ 


“me Le hav Sanco #9 r3 Si dob vaev i 1G oF forsmoD 


beats 


- F :, : : 
rogatotite oLwenoss aad wade 
: “= an 
a : - a 
; a | _ > ’ 
~~, | oft ‘ j cave ~ oo eeu 

¥ ib on * Pain A) H “ be ‘ y ‘ 52h. 09D a Des SW 4 i we 
a fiom ; 


c a nie | 
‘gokutelet @aw cms tonoteciused. ted? mitasoup steiques 
‘ ¥ 


oF 
: ’ 
F ie 
; ¥ 


E ‘ P ce . og 
c} $action .emse eit 218% voy vom to sediecw moy Bee bas ov 
se 
, Fs P , 2 Ls Pe «- e. 

4d. set? at tuo tee e858 wokeiiqo tes¢e einsasuget sandy Jon Gey 

as i 
ia .teted . 

eleitas, insm, s to Vi. esysq mot? potbheor, ms. I 

_ 
e ay 7 j ‘ e x hy rg Dis Oo fx + 0 i? 83 Tog &caa" = > feisheg” * 
ect tphaw Yi spec ? f dove ,ootens0) to voewvas@ed © 


4 


."efol levebeat” shtbedd 
] 


; j 1 aba) [? ot ay ad < fT ere {T ) ~ ¢ 
aod ka c mods Biroo molvlliscames 


IntmMievey emy .egtsat beswbex Aygueud? olidug 


gear ] oF elo { ‘gastortiva niaisoy bl vome rie 

Mas , 

‘ , 5 ' ‘ , ‘ : -é - ¢1,' > 

| > 800 oolvich t4 bamie moiviveqnoe evito metab fas 


Ai 

Be Relies in nN ill r as » y 
clmorons medd todvo slasd fw me eroti? F ORIOD | aa A 
on: A i 


Sars ay 
Seeaeer Sv Lbe89x ce. od bos Dc ; ‘oy a i Hi 
wi : F 


Tad aaolat Rvegmog, on 10. iat at erard te Pvcuit 


v ; on ess 
~ oan ation ll oontiae slen.. 
po eas | ie ‘aki 


cr 
4 


ANGUS, STONEHOUSE &co.tToO. Williams, re-ex, 
TORONTO, ONTARIO (Mauro ) 17190 


coordinated with the program on control of 
entry, and should also proceed gradually. 
Under the revised Bet ae standards and in 
the light of the economic circumstances in the 
transport industry, in the long run, rates 
should come to be based primarily on cost." 
And your recommendations: 
"Rail and Truck, 
14, Set a floor for competitive pricing by 
amending the National Transportation Policy to 
define bentmar and destructive competitive 
practices' to include only rates below the long 
run marginal costs of the carrier making the 
rates, As a practical interim measure, we may 
use the IcC's definition of out-of-pocket costs 
which may often err on the high side for 
railroads, and which include a return upon 100 
percent of the mobile plant and 50 percent of 
the fixed plant." 
"Ttem 15. Retain present standards of 
reasonableness for maximum rates, but preclude 
the prescribing of maximum rates at less than 
the full cost of the service involved." 
Would that be generally the basic Rationale 
also of your submission here? 
A. I think it is essentially, Mr. Mauro. The 
recommendations, of course, were couched in the context 
of our particular situation in the United States at this 


stage and in an effort to find something that might 
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conceivably be euktheaiue in our case, The major 
principles associated with those recommendations, 
however, I think are sound principles. 

COMMISSIONER MANN: Mr. Mauro, if you are going 
on to another point, I meant to ask Dr. Williams somethin 
yesterday which slipped my mind, and I would very much 
like him to help us with that, 

If one generally advocates rates should be 
based on costs or tend towards costs, why is one not 
driven then to the ebeiveds of some competition rate- 
wise among railways and the abolution of or the 
diminution of the influence of rate bureaus in railway 
rate publication? 

THE WITNESS: Well, that is a thing with which 
we have had some little trouble, We had it initially 
am my own experience at the time of the original Cabinet 
Committee on Tcansportation policy and Organization, which, 
as you may recall, strongly advocated greater freedom of 
competitive opportunity in the making of rates. 

Now, when one makes that recommendation, 
immediately, of course, it will be suggested that in the 
way in which the thing was stated in that report it 
applied only to the question of competition between 
carriers of different types. And the question arose in 
the hearings before the Congress and the Department took 
the position -- we had not in the report specifically 
dealt with that aspect of it -- the Department took the 
position that it had been the intention and it was the 


intention of the Department to apply that recommendation 
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both competition within modes and between modes, 

‘ When there is, however, of course, the difficulty 
which I think makes a distinction between what is possibl 
in respect of railroads and what is possible in respect 

to most other forms of transportation, arising out of the 
fact that railroads do have the kind of a cost structure 
which they have, 

There is an uneasiness, certainly, about what 
the results may be out of the unfortunate éxperience of 
the past. If one were able to effectively tie that kind 
of freedom of competition in the railroad industry, as 
well as among different types of carrier, to the minimum 
rate controls that were just cited, at least upon the 
surface it would seem that destructive competition, if 
it broke out, because of the characteristics of the 
railroad industry and the absence of the right to make 
rates collectively, could then be brought in check and 
with reasonable promptitude. 

There is, however, a rather practical difficult 
with us, which may not be a serious difficulty in Canada 
because your railroad situation differs, as was pointed 
out yesterday. We do have a problem of making joint 
rates among two and more railroads in many kinds of 
circumstances and right across the country. So long as 
our railroad system remains as multiffariously owned and 
operated as it is we will continue to have that problem 
and on a very large scale. 

Now, it 4s impossible to have joint rates 


unless you permit carriers to get together for the purpos 
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of making such joint rates, and unless we had in our 
Act an exemption from the anti-trust Statutes for that 
kind of activity, it would certainly make it impossible 
for us to continue joint rates, 

Then, it becomes an intensely difficult 
practical problem to consider the distinction of getting 
together on joint rates and what you are going to do 
about the other rates, especially if you have a rule on 
discrimination as in the general case in section 3 in 
connection with which a carrier could be charged without 
having perpetrated an unlawful discrimination because of 
the relationship of its rates locally to its lines and 
joint rates in which it has engaged. 

We, therefore, noticed in the Department of 
Commerce study in the passage that.Mr. Mauro just read 
that it is certainly a consistent position to say that 
if you are going to rely on more and more competitive 
forces, then you must retract the exemptions from the 
anti-trust laws, but we do not say how this can be done 
because, frankly, we do not know. We stated it as being 
an issue that would no doubt arise -- we knew very well 
it would arise -- if this thing came forward to serious 
consideration for possible actual revision of the 
legislation. 

It is, I think, a very baffling problem, but 
I think there is also a case than can be made, and made 
fairly persuasively, that you may well have to treat 
railroads somewhat differently in this matter than you 


could treat most other forms of transportation. 
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COMMISSIONER MANN: I was interested in 
getting your reaction to that suggestion in view of what 
was said in the Economics of Transportation, by Professor 
Currie, because they seem to hold very strongly that the 
action of rate bureaus has inhibited freedom of action 
by the railways and has, perhaps, resulted in a lesser 
flexibility of action than would have been possible 
without, 

THE WITNESS: Oh, I do not think there is any 
doubt about that. I think the record would support the 
position they took, and this is true not only because 
there are substantial obstacles in the rate bureau 
machinery itself to"gétting rates into effect, but 
also because the whole process is one which slows up 
substantially competitive adjustments and, therefore, 
makes it more difficult by that route to meet 
competition quickly and effectively than if you did not 
have rate bureau procedures to deal with. 

On the other hand, we have had, since the 
amendment of section 5, which we know is the Bullwinkle 
amendment in the Interstate Commerce Act, new agreements 
which have been filed and considered by and approved by 
the Commission under that section and which invariably 
include strong provisions retaining the right of 
independent action of any carrier which is a member of 
such a bureau, and that right of independent action, we 
have found, is increasingly exercised in present 
circumstances. That is especially true of the motor 


carrier industry which has never been so closely knit 
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TORONTO, ONTARIO (Maur re) ) 


with the railroad industry, and involves enormous 
numbers. We have rate bureaus in which there are upward 
of 1500 of motor carriers, which is a hard thing to hold 


back, 
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But it is also true in the railroad case. We have 

had several railroads, some of them of major size,taking 
numerous independent actions, so that the process has 
been loosening up a bit and the carriers themselves 

have made efforts to make it work more expeditiously 

and effectively in the face of what they have to contend 
with, 

COMMISSIGQVNER MANN: Thank you, Mr. Mauro, 

MR. MAURO: Q. In Volume 102, at page 17081 
you were discussing with my friend Mr. Sinclair this 
matter of passenger service discontinuance. The 
following appears at that page with Mr. Sinclair asking; 

“Q.. So that you are under no misapprehension, 

the statistics and the analysis will show 

that for Canadian Pacific it has passenger 

train service on slightly less than 50 

per cent of its miles of road. 

"I wanted, then, from there to say to 
you this: if a witness appeared before this 
Commission, a Canadian who was thoroughly 
familiar with the Canadian Pacific service 
and the area served by Canadian Pacific 
passenger train service and thoroughly know- 
ledgeable as ames interplay of alternative 
transportation, if such a witness said to 
this Commission that he knew of no passenger 
train service on the Canadian Pacific which 
was required in the national interest, you 


would not disagree with him, would you? 
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TORONTO, ONTARIO ( Mauro ) 
mA; You said that none was required? 
"Q. Yes. 
"A. I would certainly disagree with him 


in the present state of affairs," 
As I understand the evidence which you have submitted 
here, Dr. Williams, you are suggesting that non- 
compensatory passenger services be discontinued as 
soon as possible but in the case where the service 
must be continued in the national interest that the 
resultant burden be lifted from the freight shipper 
and become a charge on the national etditiee 

AS That was what I was in effect arguing 
Cor. 

Q. And at no place, as I understand it, 
do you attempt to define what is the national interest 
in Canada? 

es No, I do not. 

Q. And do you as an economist feel capable 
of defining what is the national interest in Canada? 

|. When I used the term national interest 
in this context I was really implying that Canadian 
conceptions as to what their national interest may 
be would have the effect of saying to the railroads, 
if you want to put it that way, that here we have to 
have a discontinuance of certain services, we are not 
prepared to sustain them notwithstanding the fact that 
you make a good showing that it is non-compensatory. 

THE CHAIRMAN: What would the term mean in 


the United States? 
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THE WITNESS: National interest? 

THE CHAIRMAN: Yes. 

THE WITNESS; It is a term as to which no 
two people would agree and one of the most difficult 
things to define that we have. 

THE CHAIRMAN: Even in Canada? 

THE WITNESS: Oh, I suspect they will render 
a definition which they think to be an ideal definition 
GCuselke.. The economist, of course, if you want to look 
at the economic national interest in the abstract can 
perhaps offer an answer in respect to that which takes 
the form of efficient processes and relationships on 
lines of development within the economic system. It 
is certainly not necessarily true that an economic 
definition of the national interest is comprehensive 
enough to take care of the situation. We recognize 
certainly that considerations of national effect will 
sometimes override any economic major considerations 
of the same needs and requirements of equity. The ques 
tion ‘of, people, allocations and what not may also 
override it. In the ultimate I suppose one cannot 
say we have any picture of the national interest 
except as our respective democratic processes enable 
us to get some kind of consensus as to what they may 
be, I iutok the economist can only shed light on 
that part which is economic in character. He can 
generally say, perhaps, that here are some alternative 
courses of operation and if you follow this one you 


get this kind of result. He may say that makes good 
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TORONTO, ONTARIO (Mauro ) 
1 

2 economics but that is not the final answer. An econom 
3 ist can never give a final answer on this sort of thing. 
4 THE CHAIRMAN: Well, apply it to transpor- 


5 tation. 


6 THE WITNESS: Applying it to transportation I 


would say that unless there are other persuasive reasons 


8 that arise from non-economic factors then it is reason- 
9 ably clear that the kind of system that results in a 

10 efficient relationship which the carriers on the one 

11 hand through efficient management and efficiency and 

12 development on the other and the pricing of the ser- 

13 vices that reflect in effect their costs with reasonable 
14 closeness, from that it gives proper guidance as part 

15 of the price system as up to a pretty good transportatio 
16 policy which I would not want to retreat from except 

17 in the face of very persuasive non-economic modification. 
18 I think the one we were just triers about in respect 

19 


of the possible necessity to continue some rail pas- 
senger services at least through a transition period 

is one of those, It is all very well for us to say 
these services can be operated more economically by some 
other means which perhaps is not presently being so 
performed. Even if it is being so performed there 
may be an indisposition in some cases on the part of the 
public to make use of the service which so far has 

not been overcome. They may feel a need for it even 

if the economist may say it does not make sense if you 
look at the figure relationships. 


THE CHAIRMAN: In your public facilities 
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ANGUS, STONEHOUSE & CO. LTD. Williams, rPe-ex 17200 
TORONTO, ONTARIO (Mauro ) : 


relations you have the term public interest? 


THE WITNESS: Well, that is a term which I 
am sure a lawyer would talk to better than an economist. 
We generally say in talking about -- we put carriers 
in much the same status because they are treated very 
much alike, public utilities. We say in effect that 
the public utility is an industry affected by the public 
interest, but it is a public utility simply because 
there has been, through whatever procedures there may 
be in a given country, in our case usually through the 
fanieiavive body, there has been enough national con- 
cern about this public interest to occasion an exercise 
of regulatory control over it. The economists argue, 
of course, that any kind of an enterprise that is 
basically a natural monopoly, and generally speaking 
an electric distribution system or a water distribution 
system fits that condition because one certainly cannot 


do very well with competitive distribution systems, 


and you do tend to move into a monopoly position with 
respect to that kind of thing in more direct sense 
than we have ever had in the railroad cases as a rule. 
The economist would say a natural monopoly which also 
renders an essential and indispensable public service 
is, No. 1, an industry affected by the public interest 
and, No. 2, one which is going to have to be subjected 
to some kind of regulatory control in the public 
interest. But, the matter shades along, as we were 
discussing yesterday with respec to the steel industry 


by comparison with the railroad industry. Certainly, 
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this industry is affected by the public interest. We 
do not think it is affected by the piblic interest in 
that case yet so we have exercised no unusual controls 
over that industry. 

THE CHAIRMAN: The definition of national 
interest would be more or less nebulous? 

THE WITNESS: I think it is exceedingly 
nebulous because it is pointed at many different aspects. 

MR. MAURO: Q. And I assume, Dr. Williams, 
that in the United States this national interest, 
nebulous as it may be to define, is determined in the 
final analysis by congress and the people having 
legislative authority in the various levels of govern- 
ment. 

A. In the largest part supplemented by the 
fact that much basic law affects national interest be- 
cause there is a measure of eee seats on at other 
levels. 

Q. And you as an economist, from your brief, 
you were willing to leave the national interest as it 
exists in Canada to those agencies entrusted with it? 

A. Yes. 

Q. And in the United States I suppose a 
person with railroad experience does not have any greate 
authority than others to define what is in the national 
interest? 

A. Oh, not at all. He would certainly be 
entitled to state his views of what the national interest 


may be and depending upon his experience he may be 
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ANGUS, STONEHOUSE & CO. LTD. Williams, re-ex 17202 
TORONTO, ONTARIO 
(Mauro ) 


entitled to a pretty careful hearing. 

Q. That is a democratic process. 

A. Of course. 

Q. On mge 17086, still under cross-examina- 
tion by Mr. Sinclair, the following appears on the 
same matter: 

"9. You would agree that when passenger train 
service was profitable it assisted and 
contributed to the bbeaticeahaporteticn 
burden and thereby relieved that cost that 
was carried by freight?" 


MR. SINCLAIR: The answer? 


MR. MAURO: 
at Ttadid:« 
I am sorry. Now, it was not clear from your answer 


but did passenger services ever contribute to the 
Pecieih. be the charges, the costs that should be carrie 
by freight as such? 

A. They did contribute certainly to the 
net revenues of our railway companies in the early 1920s 
and on a somewhat decreasing scale as we went through 
the 1920s and again temporarily during the second world 
war. At the same time our freight service was not 
in and of itself an unprofitable service, so that it 
would be hardly quite correct to say that the passenger 
service directly contributed to sustaining freight 
service but rather did contribute a quite nice share of 
railway net income in those periods. 


At page 17088 we are still on this subject 
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and my learned friend Mr. Sinclair says: 


i 


In view of that answer, may I say this 
to you: was it prought to your attention that 
there appeared before this Commission one or 
the most experienced industrial tratfic 
managers in the country? Mr. George Paul 
is the name -- did they pring to your atten- 
tion the transcript of Mr. Paul's testimony? 
No, I have not seen it. 
Well, Mr. Paul said at page 9937 of 
volume 54 that he would not object to rreight 
contributing on a temporary basis until this 
passenger gap is adjusted -- I am paraphrasing 
him, Now, if a practical traffic --- 

"Mr, Frawley: That is Swift & Company. 

"Mr. Sinclair: Q. If a practical 
traffic manager in Canada would take that 
view, why would an economist from a foreign 
country disagree with it? 
Well, I do not think it makes any difference 
where the economist comes from." 


I would like to refer to this most ex- 


perienced industrial traffic manager in the country, 


Dr. Williams, and then ask you as a foreign economist 


whether perhaps you may be able to agree with some of 


the things that this experienced industrial traffic 


manager in Canada has to say on this matter of passenger 


burden. 


At page 9874 of Volume 54, Mr. Paul is being 


cross-examined by Mr. Cumming: 
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"Q. Thank you, Mr. Paul. On page 5, in the 
first complete paragraph, you refer to the 
question of the revenue deficits incurred 
by passenger service, and on the next page, 
at the end of this branch of your submission, 
in the last sentence, you say: 

'It is further recommended that the 

freight rate structure should not be 

burdened with these passenger deficits.’ 
Mr. Paul, if the passenger deficits -- 
assuming that there are some, and it appears 
that there are -- are not to be met from 
freight revenues, and if passenger services 
are to be continued, what is your solution 
to that problem? 

Bd Well, I do not think we have a solution for 
these two 'ifs', but we do not think that the 
general taxpayers should have to pay for 
services that are furnished in the passenger 
service. We think the people who use the 
service should pay for it, generally speaking 

"Q. Just so that we can have the position 
clear, you do not want any passenger deficit 
carried by and creating a burden on the 


freight shipper, for instance? 


mAs Correct. 
"Q. That takes it out of that field? 
"A, Yes. 


"Q. And you do not suggest it be gubsidized 
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it 
2 in any other way? 
3 an: No, we do not. 
4 be It should be on a purely self-sustaining 
S basis if possible? 
6 “AS Yes. 
7 "Q. Does it follow from that that if it cannot 
8 pay its own way you would suggest it be 
9 abandoned? 
10 f As, Well, as a last resort, yes. 
11 ie This is not an area in which even as a last 
WZ resort you would consider there ought to be 
13 any subsidy paid? 
14 a No, but there may be situations whereby a 
15 contribution from the national treasury may 
16 be justified, and in that area I mean where 
17 the passenger service is maintained or retained 


for purposes of the army, say, or for national 
defence or some area like that, in which case, 
if as a matter of national policy wd think 
that the railways should have to keep that 
service, then whatever expense there is with 
respect to that segment of it should be 

paid by the national treasury." 


Then moving on to his cross-examination by myself at 


page 9913: 
"Q. As to the passenger services, Mr. Paul, I 
see that your Association -- very correctly, 
in our view -- suggests that the freight rate 


structure should not be burdened with 
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passenger deficits. I did not follow it 
completely, but I believe when you were 
questioned by Mr. Cumming you said that 
your Association did not support the idea 
of a subsidy to the railways for maintaining 
the services unless they were directly in 
the national interest? 
Yes, correct. 
But if in fact railway management exercising 
their discretion wanted to abandon and 
applied for abandonment and proved the 
case, as far as revenue deficiency is concern- 
ed, and the Board of Transport Commissioners 
in their wisdom said, 'No3 due to the public 
interest, you must maintain these deficit 
services! -- then your Association would 
support the idea of the compensation being 
paid the railways from the treasury? 
No, we do not go that far. 
Could ' you tell me how far you go on that? 
We say it is up to the railways to investi- 
gate every possible avenue of economy, or 
even coordinating with each other to 
effect economies, and to reduce their opera- 
ting costs, so that the service will be put 
on a paying basis. 

"Commissioner Gobeil: MThe only exceptio 
you would make would be for national defence? 


"The Witness: Or in other areas, Mr. 
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Commissioner, like commuter services and 


others, in which case we say that those who 


~f 


benefit from the service should pay the 
deficit. 

"The Chairman: The locality? 

"The Witness: yes, sir. 

"Mr. Mauro: Q. That again is in 
complete accordance with the proposal put 
forward by the Province of Manitoba, We 
deemed the commuter services were more of 
a local or metropolitan problem and should 
be dealt with on that level, but on the 
national plane, national passenger services 
so deemed, if the railways were compelled to 
maintain these services at a deficit, and 
since the railways have only one source of 
revenue and that is freight traffic, if on the 
one hand we are going to remove the passenger 
deficits from the freight and still compel the 
railways to operate the services at a deficit, 
we are confronted with the problem of where 
they are going to get this money that they 
are compelled to expend. The only source 
we could consider, on the national plane, is 
the federal treasury, and that seems to be 
logical. 

I have mentioned one segment that we think 
the national treasury should stand if they 


want that service: that is, a national 
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defence service. But we do not think the 

taxpayers even should be saddled with provid- 
ing a service for others to use. We believe 
that all these services should be paid by the 


people who use the service. 


"Gd. And if they refuse to pay for them? 
Ans Then the Board should allow abandonment. 
"Q. And if the Board refuses abandonment on the 


basis that the line should be maintained in 
the public interest? 
ie Well, you are pinning me down with a great 

deak of» Mife*: If in the national Vasaueat 
the Board decides it has to remain, then, 
if it is a national interest, it should be 
paid there." 

Now. you as a foreign economist --- 
MR. SINCLAIR: Will you add pages 9916 and 

99172 
MR. MAURO: No. 


MR. SINCLAIR: Of course, this is a position 


that I as a barrister must necessarily take, if my 


friend reads evidence to a witness I say if he is going 
to read evidence to a witness he should read it all, 
not only the part that deals with the subject he has 
to deal with, and when it comes to argument I can have 
my say. 

MR. FRAWLEY: My friend is burdened by the 
fact that in the English system we have not any re-re- 


examination and he is endeavouring to get a little in 
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as we go along. 

MR, SINCLAIR: if’i ‘feel “so “inelined to 
protect my client's position I can ask for that kind 
of privilege from this Commission and I will not be 
short in doing so. 

MR, FRAWLEY: You we asking the indulgence 
of the Commission? 

MR. SINCLAIR: I certainly am; and after the 
indulgence they have extended to you I am sure they 
will give it to me. 

THE CHAIRMAN: Well, having read that now, 
in view of the statement made by Mr. Sinclair we are 
inclined to indulge him. 

MR, MAURO: What would you want in? 

MR, SINCLAIR: I would like you to put in 
the whole story. 

MR, MAURO: I am putting in what I think is 
germane to that particular question. 

THE CHAIRMAN: We will wait for Mr. Sinclair 


to ask for an indulgence. 
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| 
2 MR. MAURO: Q. Dr. Williams, you, as a 


3 foreign economist, as Mr. Sinclair referred to you, 

4 being confronted with this statement from an experienced 
5 industrial traffic manager in Canada, can you, as a 

6 foreign economist, see anything in his statement that 

7 I have just read differing from the principle you have 

8 enunciated in your brief? 

9 A, I don't think so, The only additional 
10 thing that appears is that he seems to be quite reluctant 
11 to face up to the ultimate of this problem. 

12 =F But on the essentials, as I understand ‘ 
13 them in your submission, Mr. Paul says he wants the 

14 burden removed from the shipper; you agree with that? 

15 A. Yes. 

16 Q. He wants deficit passenger services 

17 abandoned, and you agree with that? 

A. Yes. 

Q. And if they are determined to be in the 
national interest Mr. Paul says they should be met out 
of the national treasury and you agree with that? 

Bw That is essentially what I have suggested. 

Q. I then turn to page 17099, still in 
the cross-examination by Mr. Sinclair: 

"Q. Now, Dr. Williams, take a given railway 

that was built primarily for the movement 

of freight and freight is the major volume 

of traffic. Would you agree that the 

appropriate cost of passenger service on 


the railway should be developed on an 
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1 
2 avoidable cost basis? 
3 mA If we use the term the same, I would agree 
4 with you, yes. 
5 6 Well, let me see if we do. When I use the 
6 term 'avoidable cost! I mean that it is 
7 inappropriate to ascribe to the service 
8 being costed a proportion of constant 
gy | expenses? 
10 mr Well, I did not use it quite in that 
11 sense, although it may come to the same 
12 thing. I would define it as a question of 
13 comparing the costs of operating the present 
14 service with the passenger business in the 
15 picture, and the cost that you could 
16 anticipate would prevail when the passenger 
17 service had been eliminated. 

"Q. Another way of putting it is that passenger 


train service should be costed on economic 
incremental costs? Correct? 
bit Essentially so, except since our question 

is whether the service ought to be abandoned 
or not we are looking at the downward study 
rather than the upward." 

It was because of your qualifying your answer that it 

was attached to the service to be abandoned or not 

that I wanted to clarify for the Commission, that 

it seems to be bi ceeGanie that in abandonment cases 

there is a stipulated method of treating passenger 


losses on this incremental ar economic basis. Might 
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the method differ depending on the purpose for which 
the costing was being done? 

A. I think the purpose for which you are 
seeking a cost may well have much to do with the way 
in which you have to calculate the cost. I Fie OF 
example, your purpose is to ask the question, "What 
will be the effect of a 50 per cent increase in the 
volume of our freight traffic?", clearly an analysis 
of how costs will respond to a 50 per cent increase 
in the volume of traffic is going to be a rather 
different kind of animal, but the basic principles 
are not different. You are still trying to ascertain 
what will be the cost of handling 150 per cent of 
the present traffic as compared with the present situa- 
tion. In an abandonment case it seems to me the 
relevant economic question is -- and I think it is the 
relevant question both for the railroad and I would 
argue ought to be for the public body so far as 
economics alone governs the situation -- "What would 
be the position if this service were abandoned as 
compared with the present position?" In principle 
I think those are quite the same, The costs that 
will be affected, however, by anything so great as a 
50 per cent increase in the volume of traffic would 
include many items not affected by the shedding of 
a single passenger train service, let us say. 

Q. At page 17121, a question by my 
learned friend Mr. Sinclair: 
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ANGUS, STONEHOUSE & CO. LTD. ~ - 
TORONTO, ONTARIO Williams, re-ex L721 : 


(Mauro ) 


to put to you is this, that differential 
pricing by railways within the limits of 
variable cost as a floor, and the cost of 
an alternative mode of transportation as 
a ceiling, can give you no cause for com- 
plaint as resulting in misallocation ‘of 
transportation resources? | 
PA. well, I have never felt there was very much 
danger of it in a situation of that kind. 
"Q. I suggest to you that measuring value of 
service by the cost of an alternative means 


of transportation is a reasonable method of 


measurement? 
Thi, Well, I wouldn't say that it is a reasonable 
method of measurement. It seems to me that 


it is the measure d@ the value of the service 
when we deal with a competitive situation 
where we have alternatives. I never 
thought it was a very reasonable method of 
the value of railway service back in the days 
when our Southern Pacific Company charged 
local rates in California at 15 cents a 

ton mile on the grounds that was the cost of 
wagoning over the road. 

"Q. Well, if you are going to follow the allocatio 
of transportation resources in a true economic 
way, that is exactly where you get, isn't it 
-- because, if the only alternative is the 


wagon --- 
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Scab, WarAaio (Mauro ) 
1 

2 on: But this is one of the reasons why we 

3 introduced regulation of the railways in 
4 the first instance." 


5 As I understand your position, Dr. Williams, it is 


6 that alternative means of themselves do not guarantee 


~ 


a complete safeguard against exorbitant rates? 


co 


A. Well, that I think is a question of 


‘Oo 


fact. It certainly is true with us, that we still 


10 have substantial elements of traffic as to which there 


11 is no near substitute by another form of transportatio 
12 that can be said really to exercise a controlling in- 
13 fluence updén the railroad rate structure so far as it 


14 relates to that kind of traffic. 
15 Q. I want to read to you a statement that 
16 appears in the seit ect cen of the Province of Manitoba 
17 and which is part of the record, and it is a quotation 
18 of A. W. Currie, “Economics of Canadian Transportation", 
19 second edition, Toronte, 1959, and I am going to ask 
you when I have read the quotation whether or not a 
similar situation existed in the United States or does 
exist: 
"The growth of the West was accompanied 
by the extension to lakehead of the com- 
petition between rail and water carriers 
which had existed for many years along the 
lower lakes and in the St. Lawrence River. 
In the early years of the 20th century 
rate cutting between the two transportation 


agencies apparently devéloped but about 
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TORONTO, ONTARIO 


= (Mauro ) | 
! | 
2 1908 they tacitly agreed that the rates 

3 by detenster or by rail-and-water should 

4 be a fixed differential below all-rail 

5 rates. In effect, they agreed ona 

6 'fair' division of the business to and from 

7 lakehead. There could 'be no doubt at 

8 all as to the efficiency of the waterways 

9 spread through eastern Canada from its 

10 easterly coast and terminating with the 

11 western limit of the most westerly division 

12 of the east -- at Port Arthur and Fort 

13 William, ' Water competition forced re- 

14 ductions in rates between a great many 

15 centres in eastern Canada and on numerous 

16 commodities." 

17 


The point of interest from the point of view of the 
Commission and your position as an economist is that 
the two modes of transportation tacitly agreed to share 
traffic. Was there such a situation in the United 
States, or is there such a situation? 

A. Yes, we certainly have had it. For 
example, the Southern Railway and Steamship Association, 
while it existed and worked in our southern territory, 
by its very name suggests it was an association made 
up of not only the principal railroads but also the 
competitive coastwise steamship lines, and a result of 
that association's endeavour was to produce a differen- 
tially related structure of rates. That is to say, 


the coastwise rates between the port cities were at 


in “ tay 

- as 
ort Sinett” bsorsa wstoes vite? 86@E 
—— 


y s2 sin hua- fle Ye 46 ‘od ewe tte ee 
7 


iniswetSetS boxtt- % or 


. anvet 


© sto =4 as 


af 
Lee. beret | ina 


A 


esw 7 in 5k. ee : bh 


ia 
[ns 


5 At bextcow bas. tt ‘eniia 7 
: Vel aie 


si9o0ven ne enw CL edeenguve sail ver aot | 
x | _ - 
‘pao oe is gud eSsoriled leqboaicg oF) hee Jo ae. 


We Rune 2 Bow eth Ademsore ec 
é pa 


eee oe P souborg ow (sm soso a 


0 


5 i , 


5} 


“hon 


“ot nt pad 


ANGUS, STONEHOUSE & CO. LTD. Williams, re-e€x 17216 
TORONTO, ONTARIO (Mauro ) 


a lower level in some effort to share in the business. 
It is a situation that has not uncommonly occurred in 
the past. We have at the present time, of course, 
prohibition in our Interstate Commerce Act -- I won't 
put it ag "prohibition"; that is perhaps an incorrect 
way of saying it. We have, however, in our Bullwinkle 
amendment anti-trust cede Gn Dor: carriers within a 
form to make rates cooperatively and jointly. We do 
not extend anti-trust exemption for two types of 
‘different forms to do this, so that where they are 
competitors, as in this kind of case, we would not 

now under our standards of law extend anti-trust 
exemption for it, but we have had many examples in 

the past where it has occurred. 

Q. Therefore, as I read your submission, 
maximum rate control is also necessary even in 2 
competitive situation where carriers might tacitly 
agree to maintain a rate structure? 
As Of course, I probably would notwbe quite 

prepared to define a situation where you had the 

tacit agreement as being fully competitive in the sense 
that we generally use the term. Although, if you do 
look at the situation you will find that there are 
competitive forces that will be reflected, for example, 
even in the activity of a rate bureau within a single 
form of transportation. They do come to have a 
reflection, but they don't take that full reflection 
that the economist implies when he uses the term 


"competitive" to describe the situation. 
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2 _ MR. SINCLAIR: It is quite obvious -- you 

3| can see I have been talking to Commission counsel and to 
4/ my other friends -- that this is not re-examination, 

5 THE CHAIRMAN: Well, of course, Mr. Mauro 

6/ brought it in by referring to page 17120. 

7 MR. SINCLAIR: Well, Mr. Chairman, there is 

8 ‘only one way you can bring it in, and these rules are 

9/ well defined so that the different issues and different 
10 positions of the parties can be brought to the attention 
11] of the tribunal,and I must say to the Commission and 

12| to you, sir, that this is not re-examination, and 

13 therefore if this is going to be done there is no end 

14) to it, and I object to it. 

15] - MR. MAURO: I frankly don't think there is 

16) any merit to the objection at all. 

17 MR, SINCLAIR: I feel this is something 
Commission counsel should speak to, 

MR. COOPER: It is my view, certainly, the 
last question put by Mr. Mauro is not properly within 
the realm of re-examination, but it is for the Chairman 
of the Commission and the Commission themselves to de- 
termine whether they are going to be governed by the 
strict rules of evidence in a matter such as this and 
in an inquiry such as this, and it is my view that if 
the Chairman of the Commission and the Commission con- 
Siders that it is not bound by the strict rules of 
evidence, then it is up to them to allow the question, 
and any questions, which will enable the Commission to 


get at the facts necessary to enable the Commission to 
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ANGUS, STONEHOUSE & CO. LTD. Williams, re-ex 17218 
TORONTO, ONTARIO (Mauro ) 


come to a proper report. 

THE CHAIRMAN: You are quite-right: legally, 
Mr. Cooper, and what we are anxious to do is to get 
all the facts, and we should not be limited, 

MR. MAURO; Q. At page 17103, in discussion 
with my learned friend, you were discussing this matter 
of line abandonment, He read to you from page 35 of 
your paper, and the question appears: 

"Q. Now, at page 35 of your paper, Dr. Williams, 
before this Commission, you point out that 
subsidies on @neconomic branch lines provide 
great difficulties in regard to the fixing 
of them and the administrating of them. 

Then you go on to state that, ‘a concerted 

effort to abandon mileage would be far more 

fruitful for the nation, and to the extent 
accomplished at least helpful to the 
railways.' Now, did you have in mind 

that one of the difficulties would be that 

onee a subsidy was given, if it was, that 

rather than making the people requiring 

the service to be continued to pay for it, 

that the tendency would be that you would 

be unable to get rid of the uneconomic line? 

RAs I had that very much in mind," 
I think that is the essence of your answer. This 
inherent danger of subsidy is, in fact, inherent in 
any subsidy programme -- this danger that it might stay 


on after the evil it was meant to correct has been 
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eliminated or should have been eliminated? 

A. I think that is generally true unless 
you are dealing with quite extraordinary cases which 
you have reason to expect will be of a short-term type. 
Many of our subsidies in wartime situations tend to 
suffer from that quality, but unhappily, notwithstanding 
the fact that they ought not to, there is even in such 
a situation the risk that some manner of public pressure 
or accommodation to that subsidy will cause it to get 
extended and perhaps rejustified on other grounds. 

The risk is present, I think, unless there is some prett 
absolute terminating factor present in the picture. 

Q. And that would apply even if someone 
were to request a subsidy on a commodity as opposed to 
a branch line -- any subsidy in itself has that built-in 
danger? 

A. It certainly does. 

Q. And you, as an economist, would only 
recommend a subsidy where the national interest is 
greater than the potential danger? 

AS I would certainly do so, and in the case 
of this discussion on the subsidizing of passenger 
services, for instance, this risk is quite obviously 
present there if you subsidize that service. . There 
is always the risk that it becomes more or less diffi- 
cult to reduce the service as time goes by. What 


I think it really comes down to is appraising that 


.kind of risk on the one hand over against the risk on 


the other which, to me, is a very serious risk, and if 
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| 

| 
2 you put that amount of burden into the freight rate 

3 structure you are, so long as that condition continues, 
A cultivating and promoting a misallocation of trans- 

5 portation resources which is incapable of being cured 

6 in the long run. 

7 Q. At 17152 Commissionef® Anscomb asked 

8 you: | 

9 "Q., Doctor, would you like to tell us what 

10 you think in Canada -- and you are not 

11 in America now -- of a situation where you 

12 have got a large national railway that has 

13 26 per cent of its total freight traffic 

14 tied up to a freight rate charge of over 

15 half a century ago? 

16 RA. Well, I think that is a thing that ought to 
17 be looked at with a very keen and careful 


eye. My feeling has always been that it 
is undesirable to peg these things too 
sharply, and certainly that there ought to 
be procedures for flexibility and for re- 
examination, What the situation would be 
here, of course, would depend on facts that 
are not within my knowledge; that is to say, 
I would think that ae rates require to 
be tested since they have been in force for 
such a lang period of time without change, 
and in the light of changes in technology 
of railroading, changes in composition of 


traffic, changes in the value of money, and 
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TORONTO, ONTARIO (Mauro ) 
1 

2 So, on J.. t2tyi 

3 Then you go on and say: 

4 "But one could not say offhand merely 

5 from the fact they have been in effect for 

6 a long period of time that they are neces- 

7 sarily not satisfactory rates at the present 
8 time," 

9 Knowing Commission Anscomb's interest in this matter, 
10 I wondered -- and you mentioned that you have nothing 
11 like the Crow's Nest Agreement or the statutory rates 
12] in the United States? 

13 AveveYess 

14 Q. You also mentioned yesterday you have 


15 nothing quite like the C.P.R. in the United States? 

16 Aa Quite true, 

17 Q. And you said the mere fact that a rate 
was established over fifty years ago does not, of that 


fact alone, make it a bad rate, and you referred to 


include such factors as increased loads and heavier 
trains and increased minimums? 

A. Oh, certainly. There might well be a 
change in what we used to call the transportation con- 
dition -- certainly, the volume and density and the 
way in which the traffic flows; any of these factors, 
because ultimately they have an effect on the cost 
under which it can be moved. 

Q. And it is in this context the matter 


changes that would have to be considered: would those 
should be reexamined for a complete appraisal? 
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ANGUS, STONEHOUSE & CO. LTD. Williams, re-ex 17222 
TORONTO, ONTARIO 
(Mauro ) 


1 
2 A. I think that is an inherent part of it. 
3 Q. Finally, I believe you agreed yesterday 
4 with Mr. Sinclair when he said at page 17125: 
5 "OQ Well, actually nobody has applied and 
6 governed transportation policies by economics 
7 in a sense that economics was the number one, 
8 and other considerations were lesser considera 
9 tions? 
10 tA) I think that is correct. 
11 "Q. And you would not advocate otherwise? 
12 7B I do not think we can allow economics to 
13 take the whole stage when we have lots of 
14 other things to which some weight has to be 
15 given." 
16 I suggest it is in this context that you have made 
17 this submission on behalf of Manitoba and Alberta? 
18 A. That is correct. 
19 MR. SINCLAIR: Which submission? 
20 MR. MAURO: The submission he has been 
21 speaking to for the last few days. 
22 THE CHAIRMAN: You mean the whole? 
23 MR, MAURO: The whole submission, Now, 
24 Mr. Chairman, I would like to put on the record, since 
25 we are putting these things on the record, my objection 
26 to my learned friend's continuel interference and 
27 Hoivdraewipite during my re-examination. 
us MR. SINCLAIR: I am going to ask the indul- 


| a gence of the Commission to deal with matters that have 
30 been raised as new matters in the examination conducted 


=" a erhits 
‘a pes 
ca) ov + carne iy 
nia: =. ‘ hat) 


gE 38. tong sent te eaik acts a ; 


‘ ish teey, paexgs BOE ® Sas sei ianth m,) 


» 
Ves \ 


 ) $@8itl ogmq 2s pten ad ecw inlet =a ‘ihe 


Dae beliggs saa yhodonm vilsustsos ,. te ‘ven 


| a 
onOSS Yd aeltoliog wokvednogetens Bbennevog = ~~ 


"Sdand e8F caw 2 atmotioss Faedd sanve sar Mi 
aeiobtano>. 1828! siew enotzsreblanos usdto bas 
TaNnoOld.4 


st? JSntdy I 


ig ‘setwisnto atasovbs ton bivow woy SrA: 9% age 


<ttw ot anpnice vedo 
t -" 7 
44 - ao 
ads tito, aids at et £ 
ovineMm to theded tre colaet 
/ -Joommes et cei 4 
bi 
+) ; ; 
ae i) SRO bir \ do baw sLAIOUIZ. AM 
7, ’ 
my fl -" . i pa . ve Dich ind 7 r Pai 
uy mead asd en scoleetadus seit :OF7UAM AM wih 
Le a 4g 
¥ vey 
‘wor O85 wot Jesl et x02 o¢ gnbisege: 
P F 1 ie ' 
7 Ul at f 
: . os & —_— a) . 
nsam woy SHAMALARO SUT «5 ; in . 


‘ve ofodw s0P. 1OMUAM OAM ; 


| 7 
,ficser edt no cug ed /@wED Bbioow 5 « tong vm in 


é 


ant ue parece ve 
ae 


cg of sonia aah ba a 


ANGUS, STONEHOUSE & CO. LTD. Williams, re-ex 17223 


Seeciena.inetsaabs (Mauro ) 
1 

2 by my friend. 

3 THE CHAIRMAN: What do you refer to? 

4 MR. SINCLAIR: No. 1 is the question of the 


5] reading to the witness and asking him if he would .agree 
6 with the explanation of the evidence onpassenger that 


7| Mr. Paul gave. 


8 THE CHAIRMAN: You mean to read all Mr. 
9 Paul's evidence? 
10 MR. SINCLAIR: All that deals with those 


11 points -- two and a half pages. 

12 The second question is to put to the witness, 
13 in the light of his answers, that he would agree that 
14 Mr. Paul who appeared before this Commission is just 
15|| as objective in his approach to the problem as any 

16 economist from the United States. That is the second 
17 question arising out of my friend's questions. 

The third point is the questionof the dangers 
of subsidy, and to ask the witness in the light of what 
he said whether he would agree that the dangers are 
removed in great degree if the reason for the subsidy 
is clearly marked and designated and the dangers 
become very substantial if it is put in a basket and 
dealt with on an overall basis. Again, this arises 
out of these matters. 

The next thing is on the matter of subsidy, 
that those who are responsible for the continuation 
of a service should -- and this would limit the 
dangers of it -- be made responsible for payment if that 


is at all possible. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


THE CHAIRMAN: 


now. 


---Short recess. 


Williams, re-ex 17224 
(Mauro ) 


Well, we will take a break 
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ANGUS, STONEHOUSE & CO. LTD. 17225 
TORONTO, ONTARIO 


THE CHAIRMAN: Order, please. 

Gentlemen, on the points just raised by Mr. 
Sinclair, this is a Royal Commission. As such, we want 
to get at the facts. We want to be bound as reasonably 
as possible by the rules of evidence, but we have free 
latitude. 

Now, on the objections by Mr. Sinclair, we 
think that he can read to the witness, not the whole, 
but parts of the evidence that he wishes of Mr. Paul. 

We do not think that he can ask the witness whether Mr, 
Paul is an objective witness and as to dangers of 
subsidy. That will all come up in argument some months 
hence, 

MR. SINCLAIR: Very well, in light of the 
Commission's ruling I will not ask the witness any 
further questions but will put my Gunintedton to the 
Commission during my argument. 

MR. BRAZIER: Mr. Chairman, as Mr. Sinclair 
rose, I was going to rise and ask the indulgence of the 
Commission. I do it on this basis: that Dr. Williams has 
favoured us with his opinion regarding transcontinental 
rates and various situations. I think there is just one 
situation that has been overlooked by all parties, and 
I would like to put to him that one last situation so the 
Commission would be fully advised as to his opinion on 
the whole situation. 


THE CHAIRMAN: You have that privilege. 
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ANGUS, STONEHOUSE & co.ttro. Williams, cr.ex, 17226 
TORONTO, ONTARIO 
(Brazier ) 


FURTHER CROSS-EXAMINATION BY MR. BRAZIER: 


Q. Thank you. Dr. Williams, Mr. Mauro put 
the situation to you this morning of a producer at 
Toronto and Winnipeg and the railways meeting the market 
competition that exists at Vancouver. I have no quarrel 
with the answer at all that you gave him in that respect. 
I put the further situation to you if the competition 
which the railways are meeting at Vancouver is a carrier 
competition between Toronto and Vancouver, which carrier 
competition does not exist between Winnipeg and Vancouve 
what would your opinion be? 

A, I would think in that case that the 
distinction, which I believe we make in our own 
regulatory proceeding, is one that can be argued as 
having some persuasiveness, 

We give, I think, greater force to carrier 
competition than we do to market competition. We would 
say, as a general rule, that a carrier may elect to 
meet carrier competition or he may elect not to meet it. 
That is the election of the carrier. 

But if he does elect to meet it, then he must 
meet it from all points where it occurs with like force 
and vigour, 

We have not, so far as I know, tried to couple 
a carrier competitive situation with a market 
competitive situation, and in consequence would not 
extend the requirement to places not competitive in the 
carrier sense. The reason for that, of course, is that 
we interpret the presence of carrier competition as bein 
a quite different kind of a circumstance where it 


exists than exists at the non-competitive points in the 
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ANGUS, STONEHOUSE & CO. LTD. Williams, cr.ex. 17227 
TORONTO, ONTARIO 
(Brazier ) 


carrier sense, 

MR, BRAZIER: Thank you, Dr. Williams. 

COMMISSIONER BALCH: May I be permitted to ask 
a question of Dr. Williams? 

THE CHAIRMAN: Yes, certainly. 

COMMISSIONER BALCH: Dr. Williams, have you 
any convictions in regard to the displacement of labour 
as a result of abandonment? 

THE WITNESS: I have always felt with respect 
to that -- not as an economist, I suppose, but simply 
as a person -- that where there are displacements that 
occur a8 the result of economic changes, regardless of 
what may be responsible for thése economic changes, it 
is not an unreasonable thing in the face of what may be 
a quite immediate. and,so far as the employees are 
concerned,an unforeseeable development, it is not 
unreasonable to make some provisiori for a reasonable 
period of adjustment -- that is, some manner of 
compensation that would take care of the résulting 
hardship. 

That is a rule which we have often applied in 
various kinds of matters, coordinations,and sometimes in 
connection with our consolidation moves as well. I do- 
not think that is a question, really, that an economist 
is entitled to any professional opinion about. 

COMMISSIONER BALCH: Thank you. 

THE CHAIRMAN: Thank you, Dr. Williams, very 
much, 


THE WITNESS: Thank you, Mr. Chairman. 
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i ANGUS, STONEHOUSE & CO. LTD. Roberts, dir, . si 
TORONTO, ONTARIO (Frawley ) 


MERRILL J. ROBERTS, (Called) 


DIRECT EXAMINATION BY MR, FRAWLEY: 

Q. Mr. Roberts, you live in Pittsburg? 

BR, 168, BLP. 

Q. And you are a professor of transportation 
at the University of Pittsburg? 

A, I am, 

Q. You are a Bachelor of Arts from the 
University of Minnesota; you are a Master of Business 
Administration, University of Chicago; and a Ph.D. from 
the University of Chicago. You have been, since 1958, 
professor of transportation, University of Pittsburg. 
From 1955 to 1958, professor of transportation and 
economics, University of Florida; and from 1951 to 1954, 
associate professor; and from 1948 to 1951, assistant 
professor, 

From 1956 to 1957, you wae visiting professor 
of Economics, Michigan State University; 1954 to 1955, 
associate professor of Transportation, University of 
California, Los Angeles. 

| You have been trinsportation economist with 
several agencies of the Federal Government of the United 
States, including the office of Price Administration, 
Bureau of Agricultural Economics, and the Tennesse 
Valley Authority (1940-1942 and 1946-1948). 

From 1942 to 1946, you were on active duty 
with the United States Navy. 

You have been consultant on transportation 


problems to business and government agencies, including 


,eiaed 


BOW, 


5 ae Pied 


, SS hee 
——- 


oy A eee yridadt Ht towel wee a ; 
Ape ) err) 


i ; Salts é HOT 4 eH 
| 1/4 ibe. 
a og tw hun ( + « DBA ORaoso So velertevial *. fod ate iar 4 


UMer sonke ,teod Street wey “lobnokie Io ee eeaee oh) 


e 
© 
*) 
Ee 
i 
> 
S 
e 
on 


, 


a ee i en —— ns 
. 
. 4 
ht 
4 2 re 
re © ? 
GS 9 
ta 
ee wv 
ts @ 
he e 
oe » 
o - 
Td © 
e 2 
kh re 
= 


,;CaUl of BGOr pyttersy led e8ese, nasideth .esiieteee To 


ePoisanA udu SEINE ERE: 

- Yi 

i - 

Aviw Jatopaose no tigdiggeagyd geed’ svat oe rn 
( Aj 


4 


’ pert: 
{ Se2tae eA? lo Paenans PON. Sewebet ad? yo setovems oe 
+ on. ¢ 


s 
PwLIETiaculMpA Botyy to SOLES) sav - ma aintate 
| | agian 
' row ender? sad ins AROS fayert ee. omer 


¥ ie ‘ ‘ mG es tee we f bos Secs bei 
peas vidoe NG nt onl: wy pees ot 


"7 A b¢ 


¥ , _ 


ANGUS, STONEHOUSE & CO. LTD. Roberts, dir. 17229 
TORONTO, ONTARIO 
(Frawley ) 


Alachua County, Florida; Lockheed Aircraft Corporation, 
Florida; the Citizen's Tax Council, Michigan Development 
Commission, Ft, Meyers, Florida; Chamber of Commerce, 
United States Department of Agriculture, United States 
Department of Commerce, United States Department of the 
Army, Tennessee Valley Authority, General Services 
Administration, Government of Venezuela, United Research 
Inc., and other consulting firms. 

You have presented expert testimony before the 
Interstate Commerce Commission and,by invitation, to 
U.S. Senate Committee on Interstate and tteacn Commerce, 
You are currently a member of the research staff, 
Commission on Money and Credit. 

Your publications are as ree pte 


Books and Monographs: 


Transportation of Grain to the Southeast via the 


Tennessee River, (Tennessee Valley Authority), 1943. 


Citrus Freight Rates; Development and Economic 
Appraisal (with T.C. Bigham), University of 


Florida Press), 1950. 


Transportation: Principles and Problems, (with 
T.C. Bigham). (McGraw-Hill), 1952. ( A standard 


text book in the field.) 


The World's Commercial Intercity Passenger Travel 
Markets, 1958-1973. (with M.D. Keenin and R.M. 


Williams), (Lockheei Aircraft Corporation). 1954. 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, dir. 17230 


TORONTO, ONTARIO (Frawley) 
1 
2 Taxation of Railroads and Other State-Assessed 
7 Companies in Florida (Bureau of Governmental Resear 
4 and Service, Florida State University, Studies in 
5 Government, No. 19) 1957. 
6 

Bloated Clay Aggregate: Its Production and 
Marketing Potential in Florida. (Bureau of Business 
; and Economic Research and Industrial Engineering 
: Experiment Station, University of Florida), 1958, 
11 Government Credit Aids to Transportation, (Complete 
12 and is to be published by the Commission on Money 
13 and Credit). 
14 

An Evaluation of Rate Regulation, (United States 
s Department of Commerce 1959) 


17 Articles: 


18 
"Recent Innovations in Railroad Freight and 
19 
Passenger Equipment," Journal of Business, January 
20 
1940, 
21 
22 "Economic Aspects of Southern Grain Rates," Southern 
23 Economic Journal, July, 1949. 
24 
"Florida's Transportation System", Economic Leaflets), 
25 
June, 1952. 
26 
27 "Poll Highways: The Florida Proposal, "Economic 
28 Leaflets, December, 1952. 
29 


"Me Motor Transportation Revolution, "Business 
30 
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ANGUS, STONEHOUSE a co.tto, Roberts, dir, 17231 


TORONTO. ONTARIO (Frawley) 
1 
2 History Review, March, 1956. 
3 
"Some Aspects of Motor Carrier Costs: Firm Size, 
: Efficiency, and Financial Health," Land Economics, 
F August, 1956. 
6 
7 "Transport Regulation and the Railroad Problem," 
8 Southern Economic Journal, January, 1957. 
9 
"Cost Versus Discrimination in Railroad Pricing," 
a _ American Economic Review, May, 1957. 
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A, It was a correct statement, yes, sir, 

Now, Dr. Roberts, you were asked by me to give 
some consideration to the problem of maximum freight 
rate regulation? 

Ay ol was; yes, sity 

Q. Now, regarding the commitment that you 
undertook for me in my capacity as counsel for the 
Province of Alberta before this Commission, you did 
prepare a paper on maximum freight rate regulation? 

Ay SIsdid. 

Q. And you have that paper with you and it has 
been distributed to the Commission. I would ask you, 
Dr. Roberts, to proceed to present it to the Commission, 
which you can do by reading the whole of it or such parts 
of it as you think should be read. 

A, Maximum Freight Rate Regulation. 

Discrimination is the historical hallmark of 
transport pricing. Maintaining this system of rates 
requires some measure of monopoly power; with fully 
effective competition for all services discrimination 
would wither away as prices moved toward costs. 
Involving the use of monopoly powers to improve private 
financial positions at the expense of some buyers, 
discrimination requires special justification for social 
approval. The historical social sanction is found in 
the chronic underutilization of the heavy fixed investmen 
in rail plant. With charges assessed on the basis of 
"ability to pay" or "what the traffic will bear" 


railroad rates reflect primarily differences in the 
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demand for transportation and not in the cost of 
providing various services. Low rates are granted where 
necessary to induce purchases in economic quantities 

and high rates imposed when they will not discourage 
such purchases. The result is larger output and lower 
average unit cost than would be achieved with non- 
discriminatory prices. In theory all shippers (includin 
those paying the high rates) benefit along with the 
railroads from this system, 

This last proposition is crucial to my whole 
argument, 

It is significant, however, that the assessment 
of relatively high and low rates is not a species of 
taxation based on ability to pay. Legitimate 
discrimination has its roots in economics and not in 
equity. Unless certain economic requirements are 
satisfied, the economy will be worse and not better 
off as a result of this pricing policy. Basically, 
discrimination mst not exceed certain limits on either 
the lower or upper end of the scale. One requirement is 
that the low rates must not be "gratuitously low." Rates 
are most flagrantly faulty in this respect when they 
fail to cover the direct or out-of-pocket costs 
associated with providing the service. If it costs 
$100,000 in resources to provide a block of service and 
the associated revenues are only $80,000, it is apparent 
that a host of economic sins are committed. Outputs of 
the commodities are over-expanded at the expense of other 


resource uses and the entire economy suffers. For 
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example, such rates -- that is unduly low rates, low 
cost, applied on aluminum would favor the use of this 
commodity over such substitutes as copper and steel, 
With the price at which it is sold not fully reflecting 
the values of the resources required for its use, its 
production would be over-extended at the expense of the 
substitutes, thus enhancing the cost to society of 
filling the requirements satisfied by these materials, 
Such pricing also occasions direct losses to the 
railroads which either impair earnings and further 
distort investment patterns by artificially restricting 
the flow of capital into this industry or, if they are 
recovered on other business, impose unjustifiable 
burdens on the affected shippers, 

rt Upward discrimination refers to prices above 
average cost per unit of output (e.g. ton-mile) and 
downward discrimination to those which are below. 
Average costs, of course, are derived by dividing 
total costs by the number of units of output; a simple 
arithmetic process. 

But upward discrimination is also unjustified 
if some rates are gratuitously low in a more subtle way 
by failing to provide as much overhead coverage as demand 
conditions permit. If in the above case the rate yielded 
$110,000, it would provide a $10,000 contribution to 
overhead. But if a higher. price would yield $115,000 
and a $15,000 overhead contribution, the service is 
similarly underpriced and by not contributing according 


to its economic capability "casts a burden" on the 
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2 traffic that is required to pay high rates. This does 

3 not mean that services are underpriced when they do 

4 not cover "full costs." Assume, for example, that the 

5 rate yielding $115,000 is 90 cents per cwt, and that the 
6 full cost of this service, ineluding a pro rata share 

7 of the overhead, is $1.00. No one would gain if the 

8 rate were set at $1.00 and traffic dropped off to 

9 produce a total yield of $112,000. On the contrary, the 
10 $1.00 tes would deplete net revenues and either injure 


11 the railroads! financial position or increase the 


13 It is apparent that low rates are justified 

14 only if and because they contribute more to the support 
15 of the system than would higher ones and thus diminish 
16 the financial burden on other traffic, The basic social 
17 justification for discrimination is, therefore, that 

the high rates are less than they would be with non- 
discriminatory charges. It follows, therefore, that 
higher than average rates are unjustified if they 
exceed amounts dictated by the output and unit cost that 
would be associated with non-discriminatory rates, 

This is my central theme. Perhaps, although 
the elaboration of this RSET ee is the central 
purpose of my statement, I should add a bit right here 
so we will not be left dangling, even momentarily. 

Picture the rates under discrimination, 
Some will be above average cost and others will be below 
cost. If we hypothecate a system of uniform prices, or 


| 
12 required contribution from the high-rated traffic, 
one without discrimination, the hypothetical traffic 
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volume would presumabiy be reduced, since the low rates 
you uniquely stimulate traffic. In that event, 
average costs would be higher than under discrimination. 

Any rates higher than this hypothetical level 
of average costs are the ones to be singled out in the 
test I propose. With this in mind, let me repeat the 
basic proposition: Higher than average rates are 
unjustified if they exceed amounts dictated by the 
output and unit cost that would be associated with non- 
discriminatory rates, 

This principle provides an external test of 
rates that permits an objective assessment of appropriat 
rate ceilings and thereby breaks the "vicious circle" 
implicit in the comparative approach of present 
regulatory practice under which one high rate is 
justified by another. 

We look at rate "A" and we say it is all 
right because it is no higher than rate "B", and we 
look at rate "B" and we say it is all right because it 
is no higher than rate "A", This is a circular kind of 


proposition and provides no real test, 
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It should be emphasized that we are dealing 
with economic and not with legal concepts of 
discrimination. Accordingly, the tests of excessive 
discrimination considered here are unrelated to question 
of specific injury to a competing producer. They are 
concerned with rate ceilings per se and thus with 
economic limits on rate differentiation that are 
peievink for the legal concepts of both undue 
discrimination (or prejudice) and unreasonableness, 

It should be the task of regulators to develap 
the data and analyses which will permit within at least 
broad limits the determination of appropriate rate 
ceilings through external, objective measurement, 

I might add parenthetically that the character 
of analysis and data that would be required are simply th 
same kinds of business enterprises themselves commonly 
employed or required in making rational pricing 
decisions, charagteristics of markets and having some 
concepts of costs. 

Such determinations are necessarily beyond 
the scope of this statement which is concerned 
primarily with the advocacy of principles. The 
principles can be clarified, however, by reference to 
empirical data relevant for assessing the output and 
cost effects of non-discriminatory rates. The analysis 
forsuch data not only serves to illustrate the 
principles advanced, but provides at least a general 
indication that many rates exceed the appropriate bounds 


of upward discrimination. Since different services are 
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are not homogeneous but incur varying direct (or out- 
of-pocket) costs, discrimination is not eliminated by 
uniform charges per unit of output, but by a uniform 
relationship between rates and direct costs (or a 
uniform percentage "markup"). 

MR, FRAWLEY: In the. terms of ordinary prici 

concepts, 
\ 

A, In the following discussion this is the 
meaning attached to the removal of discrimination and 
to references to “uniform pricing". 

Perhaps a little elaboration would be in order. 
If we take a 200 mile shipment, for instance, of 100,000 
pounds of coal and a comparable shipment of 10,000 pound 
of lamp shades over the same distance, the total cost of 
moving the two will be a little different. Because of 
the different rolling costs, perhaps Zor the lamp shades 
it will be in ee of ten times as great as the cos 
for the coal movement, say $2.50 versus 25¢. Quite 
clearly discrimination would not be eliminated by 
charging the same ‘rate for two shipments. Our 
discrimination would be absent if in each case the rate 
exceeded the service cost of the same percentage. There 
would be no discrimination, for instance, if the rates 
for each shipment exceeded these costs by, say, 20% 
or rates of $3.30 over the two shipments; $3.00 for the 
lamp shades and 30¢ for the coal. Now, there is 
discrimination, on the other hand, if a rate for lamp 
shades should be $3.00 and the rate for coal 40¢, This 


is a definition we employ here and the standard 
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measure of discrimination in economics theory. 

Now turning to the second section I would 
like to interpolate also a disclaimer, I want to make 
it clear in the subsequent analysis advocating a 
system of uniform pricing, I do not propose that low 
rates be brought up to some neers and all the high 
rates be reduced to that average. Really, what we are 
doing is to point out some indications or at least point 
directions of analysis to throw some light on the 
question as to what would happen to uniform costs if 
there be such a system of pricing. 

Before dealing with some actual data it will 
be helpful to describe the principles involved by means 
of a simple illustration. In the following hypothetical 
case outputs and related unit costs are shown under both 
discrimination and uniform pricing (assuming for the 
moment that variable costs are identical for all 


services). 
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(1) Under discrimination 


Fixed (constant) costs $ 200, 000 
Variable costs (at present output) 800, 000 

Total costs $ 1,000,000 
Units of output 50, 000, 000 
Average variable cost per unit 1.6 cents 
Average fixed cost per unit 4 cents 
Average total cost per unit 2.0 cents 


(2) Without discrimination 


Output 30, 000, 000 
Fixed costs $ 200, 000 
Variable costs 480, 000 
Total costs $ 680, 000 
Average fixed cost -O7 cents 
Average total cost 2.27 cents 


For the moment we are dealing with the example 
we just gave, the prices between coal and lamp shades. 
Important in this example and throughout our entire 
analysis is the common definition between fixed and 
variable costs which separates costs into two categories 
The fixed remain constant regardless of the amount of 
output and the other category of cost with changes in 
some very direct proportion with output. Running down 
the illustration here we have two sets of figures, the 
first under discrimination and the second, these costs 


without discrimination. Assuming in the example that 
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the effect of the elimination of discrimination would 

be a return in the number of units sold. The result 

of the computations are that perhaps it will not be 
necessary to read all of the figures but the results 

are that with the 50 units of output ton miles, or 
whatever they may be, the average fixed cost per unit 

is .4 cents -- 4 mills. As a result of this reduction 
in output and the fact the fixed costs had not declined 
along with output you see in the next last line that the 
fixed portion of costs would rise from .40 cents to .67 
cents. On the other hand, we know also that the cost 
per unit, the variable cost per unit would stay the same 
at 1.6 cents. The overall result is, in the first case 
under discrimination that our 50 million units output, 
the average total cost would be 2 cents and in the 
second case without discrim{nation and the assumption 
of lower levels of output of 30 million unit output 

the cost come to 2.27 cents. 

According to this illustration, the reduction 
in output resulting from non-discriminatory prices 
would increase fixed unit costs from .40 to .67 cents 
and total unit costs from 2.00 to 2.27 cents. All 
rates above 2.27 cents violate the basic rationale 
of this pricing system by angeseina an unjustified 
burden of support since shippers ing more than this 
amount would be better off without discrimination. 

MR. FRAWLEY: Before you leaye that and for 
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under a system of uniform percentage mark-up over 
variable costs,that without discrimination you can 
assume a reduction in output, 

A, Well, this is, as I pointed out at the 
outset, is the only real social justification for 
discrimination that I can see. By assuming very low 
rates on certain types of commodities, their output, 
the number of units to be shipped will be acceptable 
beyond what it would otherwise be. These assumptions, 
if we can use the rather technical expression that we 
will have to deal with a little later, are quite 
elastic in other words. Generally, one would expect 
that the direction of traffic and the moving at the 
lower rates would be greater than the expansions of 
traffic that would occur from revising the higher rates, 
If the assumption is not valid then I think there is no 
case for discrimination at all and then I would be 
talking seriously about a uniform pricing system. 

The application of the uniform-pricing rule 
in determining rate ceilings will first be illustrated 
by referen©® to the United States in order to take 
advantage of the analytical opportunities offered by mor 
complete data than are available for Canada. Since United 
States experience is only suggestive and not fully 
relevant to the present issue, only general indications 
are provided without pursuing the refinements afforded 
by the data, A comparable discussion is then 
undertaken for Canada based on such data as are 


available and on applicable generalizations drawn from 
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y the analysis of United States conditions. 

3 Cost studies of the I.C.C. Commission's staf 
4 indicate that at generally prevailing traffic densities 
5 costs are about 72 percent variable and 28 percent fixe 
6 MR, FRAWLEY: I was going to say if they were 


7 costs by this Commission neither you or I would know 


8 anything about them according to present rulings. 

9 A. This means that for each $1.00 of cost 

10 incurred, 28 cents is unrelated to output and constitute 
11 the overhead or "burden," This element of cost would 

12 increase on a per unit basis with a decline in output. 


13 The behaviour of the out-of-pocket or variable portion 
14 of total costs is conjectural, but indications in the 
15 cost studies are that these outlays are unchanged per 


16 unit with changes in traffic. 


17 MR, FRAWLEY: These variable costs are 
18 unchanged? 
19 A, That is right. This behaviour will be 


adopted as a simplifying assumption in this analysis. 
Based on these cost functions the following 
table measures the inflation in fixed cost per unit 
from a given percentage decline in traffic. It then 
indicates the resulting percentage increase in the 
average rate level that would be required to meet all 
costs including present overhead coverage. The last 
column translates the rate level increase into the 
corresponding uniform ratio of rates to out-of-pocket 
costs that would be required for full cost coverage 


where the average 1957 ratio was 139, 
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Producing an 
average rate 
out-of-pocket 
cost ratio of 


143 
149 
156 
165 
178 
197 
229 
295 
350 


Fixed cost per Total costs 
unit would would increase 
increase by by, and rates 
(percent ) would have to 
increase by 
(percent ) 
ut 3 
25 7 
43 12 
67 19 
100 28 
150 Le 
233 65 
400 112 
900 23e 
MR. FRAWLEY: This is a little unfortunate 


because you have begun to comment on the table before 


turning to the page where we see the table itself, 


this was the latest available, 


A, I plan to comment further on it. 


Qe Even if you have to go back and repeat? 


A, Yes. 
THE CHAIRMAN: 


THE WITNESS: 


Is that the 1950 or 1956? 


1957. At the time I got the data 


The 1958 data is now 


out but I do not think for our purposes it matters too 


much, I think perhaps a way to look at the table would 


be to pick out a figure and work across with it. We might 


take the 50%. In other words, according to the first 


column if traffic declined by 50% the fixed cost per unit 


would increase by 100 per cent but total unit cost and 


the average level of rates would have to increase by 
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28% resulting in an increase in the average level of 
rates as indicated in the last column of 28% or 
bringing it from a ratio 139 in 1957 to the ratio 178 
shown in the last colum, Perhaps for a little more 
detail ‘ about the figures we could take an 
example. Assuming now and still dealing with the 

50% decline in output here, let us say that variable 
costs per unit is 72¢. That would be 1,000 units of 
output. This would mean that the total variable costs 
would be $72:0,00. Let us assume also that the fixed 
cost, the fixed ita’ of cost is $280.00 so 
combining the $720.00 to the $280.00 our total costs 
with a 1,000 units of output would be $1,000.00. The 
fixed costs per unit would be 28¢, the total unit costs 
would quite clearly be $1.00. 

Q. Per unit? 

A, Per unit. But assuming the output is 
cut in half, it means we would have 500 units of 
output instead of the 1,000 and variable costs per 
unit staying the same ami72¢ at our total variable cost 
then would be $360.00 by definition, The fixed 
is the same and that will be $280.00 and we add those 
together and have total costs of $640.00. Dividing 
the $640.00 by the new output level of 500 units, half 
of the former, we find that the total unit costs are 
now $1.20. Quite clearly this is 28% greater than the 
initial of $1.00. There we see again in the table at 
the cross-line starting with 50% reduction in traffic 


that fixed costs per unit would increase by 100%. As 
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we Site in our illustration it would go from 28¢ in the 
first case to 56¢ in the second case. The ren unit 
costs will increase by 28% as we saw, from $1.00 to 
$1.28 and if all the costs were to be recovered, the 
$640.00 would entail the lower level on output a 28% 
expansion in the average level.of charges, That 28% 
expansion in the overall level of charges, as I 
indicated earlier, takes us from an overall ratio of 
rates, the out-of-pocket costs of 139 to a revised 
ratio of 178. 

Q.. You took the 139 from the Interstate 
Commerce Commission burden study for 1957? 

A,” Yes: 

The indicated traffic and revenue effects of 
moving to any given uniform ratio of out-of-pocket 
costs depends upon the price elasticity of rail 
transport demand (the change in sales occasioned by a 
given change in price) in particular markets and by 
the distribution of total traffic volume in terms of 
revenue-cost ratios. 

Q. Just looking for perhaps a simpler word, 
it might be responsiveness instead of elasticity. 

A, Yes, I think it is a good synonym. I 
thought I might say a word about this if it would be 
desirable. If we take, for example, a 20% increase in 
price and output dropped sales -- a 20% increase in price 
Sales, they will have to be 10%, this is a measure of 


elasticity, 
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2 On the other hand, if we have an increase in price of 


3 20 per cent and sales drop off by 40 per cent we have, 


4 in terms of Mr. Frawley's synonym a much more responsive 
5 situation. In other words, the more responsive sales 
6 are to changes in price the more elastic the situation. 


7|' Quite clearly, the 40 per cent drop in sales and 20 
8 per cent increase in price indicates a far more elastic 


9 demand situation than would the 10 per cent drop off 


{ 


10 in sales with a 20 per cent increase in price. These 
11 two factors are, determining what would happen to 
12 output, and therefore unit casts, and again, the 


13 demand elasticity and the distribution of traffic over 
14 the entire range of these ratios of outputs to your 

15 costs. For example the second one, the distribution 
16 of traffic, determines the magnitude of the rate 

17 changes that would be involved in moving from existing 
rates to uniform prices; and the first, the elasticity, 
indicates the way traffic volume would respond to 
these changes. 

The rates factor is associated with the 4 
former a¥Bowort determines the percentage changes in 
price (both increases and decreases) which would 
be involved in moving to uniformity -- and again we 
are talking about a hypothetical shift -- at a given 
level. For example, output would be less seriously 
affected by the shift to uniformity if there are 
substantial blocks of traffic moving at relatively high 
rates that would be benefited by the assumed reduction 


(representing the effect of traffic distribution). 
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This would be particularly true if the reductions 

could be expected to occasion sharp increases in the 
movements of these commodities (representing the 
elasticity effect). On the other hand, large volumes 
in the lower reaches of rates where uniformity would 
involve substantially higher prices would enhance the 
output reduction, particularly if the associated demands 
are highly elastic (so that a given percentage increase 
in rates entails a disproportionate reduction in 
purchases ” sale 5) , 

The traffic distribution is available from the 
waybill sample and revenue-contribution or burden 
studies. But since the elasticities are subject to 
conjecture at this state of transport market analysis, 
it is impossible to assess accurately the traffic 
effects of uniform pricing or the uniform level of 
rates which would permit full overhead coverage. But 
some general indications may be provided by selecting 
for analysis the possibility of achieving a traffic 
level 50 per cent of the present with rates uniformly 
set at 178 per cent of out-of-pocket cost. As 
indicated inar previous table this would be the rate 
level required. 

On the surface, at least, it appears that the 
prospects of retaining half of present output with 
prices set uniformly at 178 per cent of out-of-pocket 
costs are not at all remote. According to the ICC 
waybill data, 1.1 billion ton-miles, or 25 per cent of 


the sample total, are produced at rates which exceed 
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this level. (Computed from data in I.C.C., Bureau 

of Transport Economics and Statistics, Territorial 
Traffic and Revenue by Commodity Classes, Carload 

Waybill Statistics, 1957, Statement TD-1; and Distri- 
bution of Rail Revenue Contribution by Commodity Groups 
--1957, Statement 2-59, ) This traffic nucleus by 
itself represents about half of the required output, 

and a reduction in these relatively high rates (which 
range up to over 400 per cent) to a level 178 per cent of 
out-of-pocket costs would occasion some expansion in 

this volume, We are saying that for the full cost 
coverage at this level of rates to retain 50 per cent 

of present output, we are Saying we have here all of 

the traffic moving at rates higher than 178, we say 

we have one-half of the amount we are looking for, in 
effect... The reduction of these relatively high 

rates which range up to 400 per cent --- 

Q. Of variable costs? 

A. Of variable out-of-pocket costs to a 
level of 178 per cent on out-of-pocket costs would 
certainly occasion some expansion in this volume. 

The transport demands for many of these commodities 

were pidppb teal’ quite inelastic when the high rate 
patterns were established in the days of extensive rail- 
road monopoly, and reductions of the order contemplated 
here would have provided little stimulus to traffic. 

But many of these demands are undoubtedly now highly 
elastic in view of the heavy competitive inroads that 


have been made by highway transportation, and rate 
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reductions would be much more fruitful in stimulating 
volume than was historically the case. The expansi- 
bility of this sector is indicated by the fact that as 
of 1954 (the latest year for which data are available) 
the railroads handled an overall average of only 28 
per cent of the total tonnage movement of the com- 
modities involved. (Computed from data in Stith 
of Transport Economics and Statistics, Railroad Freight 
Tonnage Compared with Production, 1954.) 

If you look at the waybill samples and take 
out all of the commodities moving at rates exceding 
178 per cent and compare them with figures showing the 
fotal amount of tonnage of these particular commodities 
actually moving in commerce, the railways haul just 
28 per cent. The other 72 per cent is obviously being 


carried by some other means, and I suppose in these 


“ranges of rates most likely by trucks. 


The hypothetical level of rates should be 
competitively attractive in tapping the 72 per cent 
balance in this traffic reservoir; rates at 178 per 
cent of out-of-pocket costs would in 1957 have averaged 
2.2 cents per ton mile, well below the regulated 
truck average cost. 

I suppose we could add truck costs generally 
and eliminate the qualification of regulated trucks. 
Dr. Williams introduced a figure of about four or 
four and a half cents per ton-mile in his statement. 

The U. S. railroads' optimism in this 


regard is attested by the anticipated productivity 
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of greater freedom to reduce competitive rates and 
is justified by the success often associated with 
reductions that have actually been made. It seems 
reasonable to conclude that much of the output re- 
quired to sustain present overhead coverage -- 50 
per cent of existinv volume -- would be realized 
from the expansion of traffic presently moving at rates 
exceeding the 178 ratio. 

Furthermore, substantial volumes of traffic 
moving at ratios less than 178 would be retained, 
This would be particularly true in the sector involving 
ratios between 139 and 178 where rates are above aver= 
age -- the average in 1937 was 139. In the I.¢.¢. 
waybill sample this sector included 880 million ton 
miles, distributed as indicated below. (Computed from 
data in I.C.C., Bureau of Transport Economic and 
Statistics, Territorial Traffic and Revenue by 
Commodity Classes, Carload Waybill Statistics, 1957, 
Statement TD-1; and Distribution of Rail Revenue 


Contribution by Commodity Groups -- 1957, Statement . 
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Revenue Sample Average per- Retained 

cost ton miles centage in- volume 
ratio (million) creased in (unitary 

rates* elasticity ) 

(million ) 
170-78 134.1 2 131.3 
160-69 Ah ll 8 122.5 
150-59 L131. 15 96.2 
140-49 498 .6 23 383.9 
879.9 733.9 


*Computed by relating the mid-point value 


of the block to 178. 


The first column shows a range of revenue 
cost ratios simply for convenience in tabulation. In 
other words, the table shows that traffic itiinde at 
rates having ratios of 170 to 178 -- that there were 
134.1 ton miles of traffic in this category. Taking 
the.mid-point of that interval as representative of the 
interval -- 178 -- it is 174. The average increase 
in rates assuming uniformity on this traffic would be -- 
the actual increase would be from ratios of 174 to 178, 
or two per cent, which is shown in the final column, 
The problem here is you can't in these conjecturally, 
at least, rough indications -- they might be retained 
under the hypothetical level of rates at 178 per cent 
of out-of-pocket costs, and we will comment on this 
last column in a minute. 

Many of the transportation demands associated 
with these above-average rates would be inelastic. 


Generally this has been the case, The rates above 
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average have been above average because their demands 
are inelastic. The indicated percentage rate 
increases would occasion a less than proportionate 
volume reduction. But if, conservatively, a propor- 
tionate volume drop is assumed, the traffic that would 
be retained with the rate increases shown for each ratio 
block amounts to 734 million sample ton miles, This 
total represents nearly three-fourths of that required 
beyond the assured amount in the ratio sector over 178. 
In other words, in this ratio sector for 178 we had 

L.1 billion ton miles. The total we are seeking here, 
if we can call it that, is 2.2 billion, leaving a 

gap of 1.1 billion. I am showing here this 700 millio 


that we are dealing with here is about, three-quarters 
ee 


of that gap, a gap which assumes, incidentally, there 


would be no expansion from the reduction of the high 
rates to a level of 178 per cent of out-of -pocket 
costs. In addition, although the demands in many 
cases would be highly elastic, some of the vast 

volume -- nearly 60 per cent of the total -- moving at 
ratios less than 139 would continue to move at higher 
rates. 

Although not of course conclusive, the fore- 
going considerations strongly suggest that with rates 
uniformly established at a ratio of 178 traffic volume 
could be-.sustained at a level required to support 
present overhead coverage. But even if it should 
fall a little short so that average cost -- including 


overhead -- would rise somewhat above the level 
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associated with the 1/78 ratio, these considerations 
call into serious question present rates at levels 
substantially exceeding this ratio. This would cer- 
tainly appear to be true of rates running over double 
out-of-pocket costs. 

Since the distribution of traffic in 
terms of revenue-cost ratios is not available for 
Canada, comparable indications of the potential effect 
of uniform rates on traffic and unit costs cannot be 
supplied, However, some general observations may be 
offered. As previously indicated, a highly critical 
factor in the application of the uniform pricing test 
in the determination of rate ceilings is the character 
of cost functions and the proportion of constant 
costs. Although the results of cost studies which 
ae per cent variability have not been made public, 
it is probable that fixed costs are a larger share of 
the total in Canada than in the United States. This 
expectation is derived from a consideration of 
comparative traffic densities. While canadian roads 
moved 3.6 million gross ton miles per mile of road 
operated in 1958, the United States figure was 
6.5 million gross ton miles. Accordingly, Canadian 
traffic density was only 55 per cent of the United 
States average. Some indication of the significance 
of this difference can be supplied by reference to the 
I.C.C. cost studies which determine the degree of 
constancy by cross-section analysis -- comparing the 


costs of lines with varying densities. The 
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relationship between density and cost components is 


portrayed in simplified form in the following chart: 


100 


variable cost 


Cost 68 
index 

(where 

total 

cost at 

Ue: 

average 28 
density= 

100 ) 


constant (or 
threshold’) cost 


| S 
O|Canadian ave. U.S. ave. 
al l 
ke 


Traffic Density 


We are dealing urd in relatives. where 
United States experience is 100, and we are attempting 
now to relate on a percentage basis the United States 
empirical data with one probable or possible conjectura 
figures for Canada, In other words, on the horizonta 
axis we have the figure 100 which represents the average 
traffic density in the United States. We have two 


cost lines. Perhaps it may be best to explain 


‘this by putting in, either mentally or actually, a 


number of dots around it. 
THE CHAIRMAN: Well, we can have the explana- 


tion after lunch. 


---Luncheon adjournment. 
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-- On resuming at 2 p.m, 


THE CHAIRMAN: Order, please. Mr. Frawley? 

MR. FRAWLEY: Before we continue, Dr. Roberts, 
I justed wanted to call the Commission's attention to 
something. In this document called "Federal 
Transportation Policy and Program" issued by the United 
States Department of Commerce, March, 1960, to which 
liberal reference has been made, I observe on page 32 
that one of the reports prepared for the transportation 
study was one by M.J. Roberts on the "Evaluation of rate 
Regulation", 

Q. You are the M.J. Roberts who prepared that 
memorandum for the study which was made under the 
direction of Dr. Williams? 

A, That is right, yes. 

Q. Now, continuing with the presentation of 
your brief, Dr. Roberts, unless you had any further 
statement to make, we were at page 12, and you had 
reached the point where the chart is now a part of the 
transcript, and visualizing the chart as though it were 
perhaps on a blackboard, would you now explain the chart 
to the Commission? 

A, I will do my best. 

First of all, it might be well, after the 
recess, to reiterate that the analysis that we are going 
through here now is not designed to advocate a system 
of uniform pricing, but again I want to insist, simply 


to determine a way to apply what would appear to be a 
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valid theoretical economic test of the upper limits of 
discrimination. 

Q. A valid economic test of the upper limits 
of discrimination? 

A, Yea. 

Q@. You are seeking to explore that subject 
and to make certain recommendations with respect to 
the kind of test which you think would be a more valid 
one for the examination of the upper reaches of 
discrimination? | 

A, Right. 

Q. And when you use discrimination, I think 
you made it clear, you are not talking about 
discrimination in the legal sense; you are not talking 
about unlawful discrimination; you are talking about 
discrimination in the economic sense in that there is 
discrimination in the price structure -- certain 
commodities being hauledlat low rates, and others at less 
low rates, and others at high rates? 

A, Yes, or more specifically, at rates low 
relative to their costs; and other commodities at highe 
than their costs. 

THE CHAIRMAN: That, you think, is inevitable? 

THE WITNESS: I would not say it is inevitable, 
sir. I think it is, with the cost structure the railroads 
have, desirable and serving a good social purpose when 
kept within the bounds that we are speaking of here. 

MB. FRAWLEY: @. In other words, you have 


made it clear and will make it clear that you do not 


oe ve 


| rath AY oa . 


¢ 
ry 
“ 
. 
oe 
} 


my Nee 4 it : ut o , 
yt hy ir 


ive; Vv At 


ha ope 


MAY.) code aaBtred tom she) Woe yusete $4) oben 0% - | 


‘ 


WE wnbttad don ess wy i oaeroe. Bingell | pal’ out nordaatubvoath 14 big 
|) P@ietie satalad eo wor ;nottentintpati aan" [ bs 
gt erent dss: GH aeiee ohnoncae: ‘itd at notteaiatioalh 


KieisS La Oates ootiq- edd at niaeligeay 

(@@eL BS eterito has hia wot J edeLuessi onisd mmeanist ' 

favier Aytl te etedio bas center wor 

| win f ante | he) VEL ROLE DOG a een “io (easy A f hob mii j r 
fight! ds: eer itommos ‘sesthe han paddos thermt! od: atnitas | 


sBteoo | pile) ‘o 


ehdedivent at .libdd Hoy, teat =: MAMATARD baal Weis t 
ipideeivedt at tt ysx 3m Bibiaiht L), sacsaenw at a ‘ | 
Ghbovitsy ody stitaawes aib6ie sats ai tw eat a, nat raga 
rece eon, samniad bog 6 pees | 

| yanen 10 gate ma aw Bet 
a. oe reeds 

Bt ladda sai tlt lai Sill 


ANGUS, STONEHOUSE & co.ttp. Roberts, re-ex, 17258 
TORONTO, ONTARIO 
(Frawley ) 


hope to eliminate discrimination from the freight rate 
structure? 

A, Right. 

Q. You feel that the shippers and the 
receivers must live with a certain amount of 
discrimination in the freight rate structure? 

A, That is right, 

THE CHAIRMAN: There must be discrimination? 

THE WITNESS: That is correct, so long as it 
passes this test, that everybody gains from it. Even 

those paying relatively high rates are better off tha 
they would be if they had no discrimination. 

MR. FRAWLEY: Q. If it passes that test, 
then it is acceptable? 

A, That is right, exactly. 

Turning now to this over-simplified, perhaps, 
but still relatively formidable picture on page 12, I 
was suggesting before the intermission that we might 
picture this as embracing the cost output relationship 
for a number of firms which might be represented on the 
chart by a number of dots on either side of this slopin 
line, but clustered rather closely about it. 

In other words, what this sloping line does 
is to describe a general picture of the relationships 
observed in the United States in post-war periods, the 
relationship between the relative level of traffic 
density to their total costs, It is saying, in effect, 
that if a company has a higher number of ton miles per 


mile of line the chances are, as displayed by the 
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Sloping line, it will have higher total costs. And 
this line describes some of the relationships between 
total cost and that traffic density, 

Looking, now, at this horizontal scale, at 
100 we have the pattern of cost in the United States 
at the prevailing post-war average traffic densities, 
This reflects the proposition that we mentioned 
previously that at that level 28% of the costs are 
constant, as you can see, and the balance are those 
that are associated with variability or vary with 
output. 

Q. That is 72%? 

A, 72%, that is right, 

Quite clearly, this percentage relationship 
between constant and variable costs or between constant 
and total costs will not prevail at other traffic 
densities, If you have a lower traffic density, which 
would be represented by observing the relationship at 
Some point to the rate of 100, and the constant element 
by definition stays the same, the variable component 
by definition changes quite clearly, the percentage 
relationship between the two will have to change. 

As we pointed out above, the Canadian traffic 
density in 1958 approximates 55% of the United States 
traffic density. What we are doing here now to try to 
get some .reasonable picture of the percentage of 
constancy or variability in Canadian costs is really to 
pretend that the Canadian railroad system is represente 


in this chart, and that one of the dots in there -- 
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the imaginary dots we put in -- is the Canadian railroa 
system, 

If we do that, that would fall at 55, the 
point at 55 on the horizontal line. 

Again, as I said, we are dealing in relatives 
taking the United States average density as 100, the 
Canadian average density then would be 55, 

The problem, then, is simply to determine 
what the percentage relationship between constant and 
total costs would be at that density level. 

At that point, we have 28, being constant, 
and the total in relative terms, instead of being 100, 
at the United States average density of 100, instead of 
being 100 on the yerticle axis is 68. 

The percentage level between 28 and 68 is 40% 

Well, I will continue to read and perhaps 
repeat some of the things I have just said. 

At the average United States density, 100 on 
the horizontal scale, the constant partion is 28 percen 
of total costs, The Canadian system would fall at 55 
on this scale, With the variable portion of cost 
assuming a linear function, that is being a straight 
line, the total cost at this point can be interpolated 
at 68 percent of the total at United States average 
density. At this output level 28 of the 68 percentage 
points are constant, indicating a constant portion of 
about 40 percent in Canada. Although this analysis 
does not purport to provide a definitive measure of 


Canadian cost variability, the technological and 
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operating similarity in the two countries should permit 
interpolation yielding results reasonably adequate for 
the comparative and illustrative purposes for which the 
are employed. 

Basically, I am simply suggesting the very 
strong indications that the constant percentage of 
total costs would be higher in Canada than in the 
United States, 

From this estimate of the constant 
percentage of total railroad costs at the Canadian 
density level it is possible to construct a table 
Showing, as the table on page 7 does for the United 
States, the general effect on total costs and rate 


levels of output declines that might be associated with 


uniform pricing. 


(2) (3) 
If traffic declined Fixed costs per unit Average rate 
by (percent ) would increase by level would 
(percent ) have to 


inerease by 


(percent ) 


10 10 4 
20 25 10 | 
30 4 17 
4.0 67 27 
50 100 40 
60 150 60 
70 233 93 
80 400 160 


90 900 360 
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I suspect it perhaps would not be necessary 
to repeat the derivation of the figures in this table, 
They are done the same way as in the previous one, 

Q. As you say, in the text this table on page 
ll is the Canadian counterpart of the table on page 7, 
which was founded upon the data obtained from the 
Interstate Commerce Commission burden study? 

A, Yes, that is right. In this case, we 
are substituting a constant ratio of 404, whereas the 
other table reflects a constant ratio of 28%. 

We will, however, make some comparisons 
between the two tables, 

Comparing this table with the corresponding 
formulation for the United States indicates that the 
effect of the lower traffic density is to enhance the 
impact on fixed and total unit costs of a given 
percentage decline in output. For example, a 50 
percent reduction in traffic was associated with a 28 
percent unit cost increase in the United States 
analysis, but with a 40 percent increase in the 
present case. The higher percent of constant cost 


means that a given percentage output restriction would 


have a greater. effect on unit costs -- that is increasing 


them by more -- and require a relatively higher level 
of rates to cover costs in Canada, 

In view of the density difference it is 
probable that the application of the uniform pricing 
test would dictate relatively higher ceilings and more 


legitimate upward discrimination in Canada than in the 
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United States. When translated into total unit eccst 
and associated rate level effects, however, the 
difference in percentage of constant cost is dampened 
down considerably and is actually rather modest as 


indicated below. 
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And the Canadian index 
would bear the following 
percentage relationship 
to the United States 


If traffic in both The index of total unit costs 
countries declined (with present costs as 100) 


} by (percent) would be 


| In the 


United States In Canada Index 
(1) (2) (3) (4) 
10 103 1 O44 101 
20 107 110 103 
30 112 117 104 
4O 119 127 107 
50 128 140 109 
60 142 163 115 
70 165 193 117 
80 212 260 123 
90 352 460 130 
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This brings the two tables together, in effect; 
that is, the relevant and significant element of the two 
tables we have just referred to, 

Looking again at the first column at potential 
hypothetical declines in traffic from whatever cause; 
the second two columns rather go together, one applying 
to the United States and one to Canada. 

Q. Let us call them 1, 2, 3 and 4? 

A, All right. 

Q. 2 and 3, then, go together; column 2 applying 
to the United States and column 3 to Canada. 

If the term "index" is bothersome, we might 
revise the heading covering the second and third columns 
to-read something like this: 

"With present costs as 100, total unit costs 

would be", 

Q. Yes? 

A, Then, bring together again the cost effects 
of the table on page 7 applying to the United States and 
the one on page 13 applying to Canada. 

Q. Just for simplicity, you are revising the 
wording of the heading of columns 2 and 3 to read: 

"With present costs taken as 100, total unit 

costs would be" 

In the United States, the figures in colum 2; 
in Camada, the figures in colum 3? 

A, Right. 

Just picking out the 50%, again, since we have 


used that as an example, we see in the United States that 
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a decline of 50% of output or volume unit costs would be 
at the rate of 128% or at a level of 28% above the 
beginning level or the base level, whereas, as we pointed 
out, in Canada the corresponding figure would be 140 or 
a 40% inflation in unit costs, 

In the final column, column 4 -- 

Q. Would you suggest some revision in the 
language of the caption of colum 4? 

A, The word "index" can be eliminated by this 
language: 

"And. the increase in total costs in Canada would 

bear the following percentage relationship to 

the increase in total cost in the United 

States", 

Following through, then, on colum 4 at the 
level of 50% in the first column you see a figure of 109? 

Q. Yes? 

A, This is saying that if output in both 
countries were reduced by 50%, the data we have employed 
would suggest that the effect on total unit costs would 
be such that the level would be increased 9% more in 
Canada than in the United States, 

Q. As a matter of arithmetic, 140 in column 
3 is simply 109% of 128 in column 2? 

A, Right. 

Q. Now, again, Dr. Roberts -- and I certainly 
do not want to be repetitious, and I am only asking you 
to do this in the interest of clarity -- would you just 


say again why column 1 assumes for the purpose of the 
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table and the illustration various declines ing traffie? 

A, Well, I think it is perhaps not quite 
precise to say that table 1 assumes it. It is maybe a 
distinction. I am simply saying if traffic were to 
decline by these given percentages for whatever reason -~ 
business. depressions; secular upward movements in traffie 
for any reason -- in the long run, these would be the 
effects. Quite clearly, the context in which we are 
discussing this is Gonsidered the possible effects of 
a hypothetical system of uniform pricing with the . 
assumption that there would be some decline in output if 
low rates that presently stimulate movement were increased 
to this uniform level. 

Q. Again, Dr. Roberts, you are talking about 
and discussing and analyzing the effects of uniform 
pricing for the purpose of submitting to the Commission 
@ test of reasonableness other than the traditional test 
which you have described comes about through circular 
reasoning that is presently in vogue, both in Canada and 
in the United States? 

A, That is right. 

Q. I only say that, Mr. Chairman, so as to 
keep clear as we go along the distinction we are anxious 
to put before the Commission. 

Then, continuing at the bottom of page 14, Dr. 
Roberts? 

A. Again, as I return to the formal statement, 
I will probably repeat some things. 


These relationships suggest, for example, that 
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if traffic were cut .in half in each case, $1.00 of costs 
would become $1.28 in the United States and $1.40 in 
Canada. In other terms, a traffic cut that. is, of 50% 
would entail a unit-cost increase and an average rate- 
level increase 9 percent greater in Canada than in the 
United States, As indicated by the tabulation, the 
comparative impact on total unit cost increases 
progressively with designated traffic reduction. With 
@ 10 percent drop the total unit cost effect is only one 
percent greater in Canada, but with a 90 percent decline 
it rises to 30 percent. 

Insofar as cost-structures, as represented by 
the percentage of constancy we have observed, are a 
determinant (along with demand elasticity, or the response 
of traffic to rate changes and traffic distribution; that 
is, in terms of the ratio of revenue to out-of-pocket 
costs), the legitimate range of upward discrimination may 


not be far different in Canada than in the United States. 
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In the latter case revenue-cost ratios range up 

to levels that more than double a ratio that might 
well constitute a ceiling under the uniform pricing 
test. Although direct data are lacking for Canada, 
some indication of the degree of discrimination is 
provided by comparative car-mile revenues. While 
an imperfect indicator for this purpose, some of the 
ambiguity 1n this measure can be reduced by stating 
the car-mile receipts for particular movements asa 
ratio of the average revenue for each distance in 
order to reflect the normal taper in rate scales and 
to neutralize the terminal factor. 

Q. Let me take you back two sentences, 
the second sentence in the first paragraph: 

"In the latter case revenue-cost ratios 

range up to levels that more than double 

a ratio that might well constitute a 

ceiling under the uniform pricing test." 
Would it help, do you think, if you stopped to just 
indicate what is meant by the uniform pricing test? 
Perhaps I should say again indicate what you mean 
by the uniform pricing test. 

A. Well, we started out with the premise 
that all social justification of interests should be 
benefited by discrimination, This is true only if 
those shippers who pay high rates are also benefited 
and the only way they are benefited by discrimination 
is if their rates are relatively high in the area, 
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than they would be if there were no discrimination, 

That is, that the level of output and the resulting 
level of unit cost that we have associated with the 
accounting pricing situation that did not permit dis- 
crimination. Quite clearly this depends on contemplate 
or hypothetical -- perhaps contemplated is better -- 
contemplated levels of output with a system of uniform 
pricing... What we did with our analysis was to just 
take 50 per cent and say what are the chances in the 
United States, that if we had a system of uniform pricin 
the output of the railways would maintain este be 50 
per cent of the present we suggest that as_a 

reasonable possibility that this level of possibility 
might well be retained in which case unit costs would 
increase by and large by such a measure that an average 
rate return would have to increase from the ratio of 

139 per cent of out-of-pocket cost to 178 per cent of 


out-of-pocket cost. I am simply saying if we take 


this as some indication, this may be true of the United 


States, then perhaps a rate of ceiling of 200 per cent 


of out-of-pocket cost might beindicated. In places 
in the United States we have them going to 400 per 
cent of out-of-pocket costs. In the sentence you 
referred to there would then be rates that certainly 
doubled, and perhaps more than doubled, the ratio that 
might constitute a ceiling under this uniform p ricing 
test. 

Q. Perhaps you should re-read it. 
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| 
revenues as a rough indicator in the absence of better 
data of the degree of discrimination and Suggesting 
that today it is necessary to, in effect, neutralize 
the distance factor. That is, it would make little 
sense to confirm a car-mile revenue because of the 
terminal factor and the ordinary taper in rate scales, 
to compare car mile revenues for a 100-mile haul with 
a 2000-mile haul. The car mile revenue ratios we 
are dealing with somewhat reflect the ratio between 
the actual car mile revenues for a particular movement 
and some norm or standard or average as a whole for 
the distance, 
Q. Speaking of the unavailability of data, 
did you endeavour to obtain data which would have 
enabled you to have -- did you endeavour to obtain 
data in Canada of the kind that is available to you 
in the United States? 
A, I certainly did. 
Q. And you made a special trip to Ottawa 
for that purpose? 
A. yes. 
Q. You visited the offices of the Board of 
Transport Commissioners? 
A. yes. 
Q. And the offices of the Dominion Bureau 
of Statistics? 
A. Yes. 


Q. And you were searching for what kind of 


data? 
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A. Well, basically the ideal data would 
have been the revenue out-of-pocket cost ratios. 

Q. In other words, the data that is provided 
in what has come to be known as the burden studies, and 
you did not find them, and in the absence of that you 
have resorted to the use of the car mile revenue? 

A. Yes. 

Q. As a relatively crude indicator of the 
data we are looking for? 

THE CHAIRMAN: Did you try the railways? 

MR, FRAWLEY: I might answer inet question - 
I did. 

THE CHAIRMAN: Did he? 

MR, FRAWLEY: No, he did not. I would like 
to make it very clear that I felt it would be a com- 
pletely futile endeavour and if it would not have been 
I would have been the first one to express my amazement 
and delight. At the same time, if Dr. Roberts could 
have obtained from the Canadian Pacific or the Canadian 
National the burden study data -- it just did not seem 
logical to me after having fought so hard in February 
to obtain that data from the railways --- 

THE CHAIRMAN: Well, we have the statement 
from the witness. 

MR, SINCLAIR: I would like to say, if I 
may at this time, this seems to be coming up quite a 
few times in the last two or three days, that the 
position in Canada is markedly different for the fol- 


lowing reasons: 
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Ly There are only two railways. 

ye We have a mixed railway economy, to use 
the phrase that has been kicked around here once or 
twice, that means we have a private enterprise and a 
nationalized enterprise in the railway business handling 
90 per cent of the total transportation by rail in 
Canada, 

os We have no minimum control of truck 
rates. 

4, We have no control of a great part of 
the water competition -- we have control of some , we 
have different legislation, and the situation is 
entirely different. 

Lastly, but notwithstanding the views of 
the economists and the views of statisticians from the 
United States,it was .the position of the railways that 
this material was not reliable enough to justify the 
expense of preparing it. 

THE CHAIRMAN: We heard about that a few 
months ago. 

MR, SINCLAIR: yes. The point I think which 
has been overlooked is the very marked difference in 
circumstances, It is quite easy to understand why 
a railroad in the United States is not going to be 
too concerned with area costs» tor instance, in the 
eastern district of the United States it does not give 
shippers what the situation would be in Canada if 
comparable bntebak tion was provided and it will be 


hoped it would never do this because the Rail Form A 


oo 


A Ai emg ne tte 


Pena 


gobiy vutad L sntog off (eee a a 


‘Haws Yo Tottaabe" sa aaancnalnnd ‘dling a ; 
aL Ane vk & ° FOR 

— he he ; 

ths re deovm @ to Lortie on evita ne ray. 
ty. 9108 4 Lenore awed ow -~ Vlieg enaliteiae 
at mottenole ont ome onthe pooner ent 


i? @wety oft sat neeesedatiton, ow ea “ice a 
wig most anal eITel sere te anit ae bas ausieaiood aa 
feds ovawltes ert Yo NOLES, ‘ede. aw OF wotere bowtnu. 

eas yitdeut oF mapous > te bees don ‘eew Latvednm etdd 
“3a valviegesg To senogae, om | 


wel 8 tet? toads pissy” ieiiead Fs ee A 
its ‘ 
| jojetiane fis. 


az sonore tR4b bsotAm YLov OZ ef betioolyeve s9—0d si, 
‘iw tasdeushow og vase’ sittop el ,; 

od G7 ution. ton ek sodnde bot key wlbacasn ei, 
edd ot  esmattnyit a «29809 ‘ae bpngevscd 


sid Yon ated 3% @steac “se 


th sberisd At ov Brac’ 


‘SF Attn zt ‘hae bounce 
EME a, 


ANGUS, STONEHOUSE & CO. LTD. Roberts, dir 17274 
TORONTO, ONTARIO (Frawley ) 


is, in technique, years behind the times. Now, great 
advances have been made in costing and Rail Form A and 
our information does not properly reflect it, The 
Commission can disagree with that submission and say 
Form A is perfect enough for definitive judgement to be 
made on, This is our positions we in the railways, 
Canadian Pacific, and just speaking for them, did make 
clear to the Commission that the costing material we had 
and the data that we had we would be prepared to make 
available to the regulatory tribunal on the understandin 
that it would not be allowed outside because of commer- 
clal disabilities, not only within the industry but 
within the two competitors in the rail industry itself. 

THE CHAIRMAN: In any event, Dr. Roberts did 
not have any. 

MR. FRAWLEY: If I may be allowed, I thought 
that I would at least indicate that Dr. Roberts had 
tried to get some ee anc ba” He came -- I suggested 
he come at my expense to Ottawa to see what he could 
get. He came and I thought it would be interesting 
for the Commission to know he endeavoured to get it. 
That is all I wanted to say. 

MR. SINCLAIR: He could not have got it 
from the railways, in any event. 

MR, FRAWLEY: Thank you very much, 

MR. SINCLAIR: For the reasons I have out- 
lined. 

MR, FRAWLEY: Now that you have said that 


let me say something. Mr. Chairman, when you asked me 


pa 


“h wnt Lait: foe asain ar ahem 1989 


sie 
4 


Pa 


ee sat Js — LAW GOTD Jon peek, - 


‘uh * yaw hets nolvatmdua Jad? aiw ees 
a i, U a y ; A A a eat 

0 oo Jiameabs. evitiatteb ot dswors tee? ne 
oye xt 9. eee 
ipa Yswiten eds of ew goolltiedg. to wh: etd, Sait abs si 


Sa 
v 
Pry) 

a 

ay 

y 

= 
¢ 
cL 

> 
oO 
~~ 
od 
be 
% 


jesqe@ tent, Ome pore netbene 


sas dacs node e Leamod afd os 29. 


Te, ; 
ham ot Dayagerg sd bivow ow. Bed oe seat atab od3 a Or 
y i ry ie 
ve ne ; 


wie 


— 


im -s 


intirasays oa 982 no. Latad fag. yy od scapes eid 7 aes 


ss 


,* 


’ iN 
at) eR OT o.9eveced ahbatyo bewolls ed dour pvr. af Yad? 


po oe a 


tud ystegbat phage.tw iad von sore bite “a bake 


ra a 
a | Poms — 
¢ = 


7 


> 
5 
ear 


th 
maken 


- 
x 


iP 
a 
= 


nail 
ae 


a 


“eS Bo etuatwoR .«2. ,goeve Yoel | Mana AND ay. a ai 

+ BO 7 i ta} | 
a] es 7 . a: tC ne i, an yas eved ton xa by 
1 


‘tfead?: witawhat Lilet eat. Al nods oan owt said ntaittw 


al 


el 
; 
> 
fod 
+~- 
, 
} ae 
i 
cc 
7 
_ 
oe 
ne en 


o i Imm O47. i Sh4 8 2d vem Ss Be A | + YRIWART eM) Ae 
baerl.gineddh 4. teri sdeotbrt teset 28, Biiiow us 4 saat | 


Deltesgus I enso of robs ted @m0.8 i. 0 bak | 


art _ va l 


— 
< 
= 
. 
2 
4 
~» 
5 
~~ 
& 
@ . 
i 
Ei 
0) 
>. % 
+ 
2 
>: s 
oe ® 
es 
_ 
—— 


32 70g ever ton it de on 


1 
* ar 1 ae ad out ae zt 


fer end. 

: ie ‘36! mn 

Hom grey LOY nicl pins , 
; é ved. 


~wye Sved 1 savese™ oa, Oy % a, 


ANGUS, STONEHOUSE & CO. LTD. Roberts, dir 17275 
TORONTO, ONTARIO (Frawley ) 


if he had gone to the railroads I wanted to give you 
an answer and in answer to that question my friend 
rose and said what he had to say and I wanted to say 
with the greatest respect to this Commission that if 
we find as a result of the deliberations of this 
Commission and its report to the Governor in Council 
that we do not have more evidence and cost data to 
the Board of Transport Commissioners economic and 
accounting section than we have had, then, with the 
greatest of respect, I say the shippers and receivers 
all over Canada will be tremendously disappointed, 
That is all I have to say. 

THE CHAIRMAN: Well, Dr. Roberts did not 
have it. 

MR. FRAWLEY: If Rail Form A is intact, let 
us have the Stetchishin solution with multiple 
regression and all the embellishments, but let us have 
some kind of cost data flowing in as a routine matter 
to the Board of Transport Commissioners. I sue that 
will not result in putting the Canadian Pacific out 
of business as my friend is almost saying. 

THE WITNESS: There is a reference to 
Appendix I which I do not think requires elaboration. 
It simply shows for varying distance blocks the average 
car mile revenues realized by all traffic in that block. 
I was simply calling attention to what it is and I 
believe it is not necessary to go through the data 
unless you feel otherwise. 


MR, FRAWLEY: Q. I would like the record 
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1 
2 to be clear and if it does not speak for itself -- it 
3 speaks for itself in so far as numbers are concerned, 
4 but if it does not speak for itself as far as the 


5 method used to obtain the figures then probably a 


6 word would be helpful. 


7 A. The method is shown on page 27. 

8 Q. I was overlooking that. Probably with 
9 those notes on page 27 you could quite disregard the 
10 last question, 

11 A. Very well. These ratios have all of 
12 the traffic shown in the waybill sample for 1958 for 
13 commodity class and province by province covering a 

14 very broad range, varying from .3 to well over 300. 

15 While they must be treated with some caution because 
16 of the relatively small sample and the resulting samplin 
12 error reflected in the "normal" or average figures 


employed as a base, the wide range in the values per- 
mits their acceptance within tolerable limits. 1 
am simply suggesting, if I may elaborate a bit, that 
this is subject to sample but since the range from .3 
to 300 is so wide with dragging variations about 

one way or another it still would leave a very sub-= 
stantial range of variations among the ratios. 

It appears that the degree of upward dis- 
crimination in Canada is at least comparable to that 
in the United States. In United States official 
territory revenue-cost ratios of 210, which we indi- 
cated before to be rather high. 


MR, FRAWLEY: If I may just insert this 
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1 
2 remark. On a statistical basis if you have a revenue 
3 cost ratio of 210 --I am looking at the sentence in your 
2 text at Page 16 -- in the United States -- may I put 


5 it this way: on a statistical basis if you have a 
6 revenue cost ratio of 210 you get a car mile revenue 


7 ratio of around 140, 


8 A. Yes, or putting it the other way, if 
9 you have a car mile revenue ratio of 140 the chances 
10| are you will have a revenue out-of-pocket cost ratio 


11 of about 210. 


12 In United States Official Territory revenue- 
13/ cost ratios of 210 correlate rather closely with car- 
14 mile revenue ratios of around 140, If this corre- 


15 lation has any general applicability, car-mile ratios 
16 over 200 must certainly be considered very high. The 
17 67 sample movements with ratios over this level are 
detailed in Appendix II. This, again, I believe is 
self-explanatory, showing the movement and the mileage 
involved in the movement, the actual car mile revenue 
ratio and as a weighting factor the number of sample 
ton miles actually involved. 

Q. This is Canadian data ? 

A. Yes. In "A" it shows it is drawn 
from the 1958 waybill sample. 

Q. That is from the Motor Transport Com- 
missioners' waybill sample? 

A. Right. Since it appears that these 


movements probably bear relatively high rates -- in 


terms of costs -- and are among those that require 
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close regulatory examination their characteristics 
are summarized in the following series of tabulations 
which reflect distance, origin-destination, and 
commodity characteristics. 

Q. Now, these three classifications, 
movement ckassification, and on page 17, distance 
classification and commodity classification, are 
arithmetical results from the information in Appendix 
II? 

A. That 48 right. They are tabulations 
from Appendix II. I have some general observations 
about what these tables show and it is not lengthy ~-- 

Q. You mean in addition to the observations 
on page 17? 

A. yes, I am saying I will comment briefly 
on what those tabulations show. 

MR, SINCLAIR: Did Dr. Roberts say the ton 
miles in Appendix II were weighted? 

THE WITNESS: No. 

MR. SINCLAIR: The answer, he says, is no. 

MR, FRAWLEY: You put the question to 
me and you got your answer from Dr. Roberts. 

THE WITNESS: If I may, I would like to say 
a word eae 

Q. We are very informal here. 

A. The ton miles are shown as weights; I 


am not saying the ton miles themselves are weighted. 
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Movement Classification 


Number of Number of 
. Province origin cases destination dasés 

Quebec 17 20 
Alberta 4 12 
Nova Scotia 3 3 
Manitoba 9 7 
Ontario 19 15 
British Columbia 10 4 
Saskatchewan 4 4 
New Brunswick ned | Gre 2 

67 67 


Distance Classification 

Mileage block Number of cases 
. 0-100 19 
101-200 11 

201-300 

» 301-400 


401-500 


F-F Oo WO WW 


501-750 

' 751-1000 
1001-1500 

~ 1501-2000 
over 2000 3 

67 
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Commodity Classification 


Commodity class Number of cases 
Agricultural v4 
Animals 1 
Mines al 
Forest re) 
Manufacture & Misc. _ 42 

67 


Although a number of these high ratios are 
concentrated jn the range under 100 miles, the other 
cases are fairly well scattered over the distance 
spectrum, It is probably not surprising that 42 
of the 67 cases involved commodities in the 
Manufactures and Miscellaneous class, The secondary 
concentration -- 17 cases -- in mines products is, 
however, noteworthy, along with the virtual absence 
of represenkation among animals and forest products. 
The provincial concentration is also Rae ey 
Quebec and Ontario together accounting for the 
largest number of originations (36) and terminations 
(35). This is partly accounted for by the 
relatively large proportion of total sample car- 
loads attributable to these provinces and by 
the importance of manufactures in their traffic 
patterns. 

IIil 
The foregoing arguments should not be 


construed as advocating cost-based pricing with 
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uniform overhead contributions, The possible effect 
of this system was considered only in order to 
visualize its implications or effect or for volume and 
average costs, and in order to establish an external 
measure of excess of discrimination, Discrimination 
is still a valid railroad pricing device, but its 
range should be explicitly limited in terms of the 
cost structures associated with present-day traffic 
densities. Any rates that exceed a celling indicated 
by the test described here, or the uniform pricing 
test, should be reduced since the shippers involved 
are worse and not better off with discrimination, 
Assuming, however, that the lower rates make their 
best contribution to overhead, neither public nor 
private purposes would be served by arbitrarily in- 
creasing them to some stipulated ratio, Discrimina- 
tion below the ceiling would facilitate overhead 
coverage and tend to reduce average costs and 

overall rate levels and thus benefit those paying 
rates involving above-average contributions. 

Limiting discrimination in this way to that really 
necessary to support fully existing plant investment 
likewise minimizes the distortions associated with 


uneconomic patterns of resource use, 
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Reducing the high rates should not necessaril 
imply a revenue gap and the failure to cover overhead. 
-- assuming here the absence of unprofitable services 
performed either voluntarily or by mistake or by public 
requirement. If the volume at uniform ratios would 
permit -- or even nearly permit -- full coverage, this 
goal should certainly be attainable with a system of 
discrimination operating below the prescribed ceiling. 
Even if some additional upward discrimination were 
countenanced -- e.g., ratios over 178 in the United 
States case -- to achieve these cilueian anaes the 
amount required should be far less than Seen 
prevails. 

Q. Dr. Roberts, what results do you fore- 
see if gross revenues should actually shrink as a 
result of reducing rates that your test would regard 
as excessive? 

A. First, I would say again, as I have 
suggested here -- and perhaps putting it in other terms 
-- net profit or net revenues, which I certainly sup- 
pose is the primary interest of the railways, or should 
be as business enterprises -- are resultant of 


several variables: price per unit of sales, volume 


of sales, and the costs. There is more than one 
combination of these. In other words, they all vary 
together -- different price means different volume and 


different volume means different costs. There is 
more than one combination of them which will achieve 


a given volume of net revenues. Particularly in the 
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United States -- and 1 can't say as much for Canada, of 
course; this is a matter of opinion at this stage -- the 


expansion in rail traffic that would result from reducing 


sate for and perhaps more than compensate for the 
through increased volume for the lower price that would 
be involved. But I believe this is not a specific 
answer to your question. The question is, "What 
if this did not happen?" I think there are two things 
one could say there: first, as business enterprises, I 
would argue that railways along with other énteMivites 
are not entitled by divine right to any particular 
level of gross or net revenues. We have a more 
specific rule in the United States, and again, I can't 
speak authoritatively... With regard to the system of 
regulation you have, it is an implicit part of the law, 
if not explicit, that utility companies subject to 
regulation are entitled to be made whole to cover all 
uae’ bebts they incur including a normal return on ajl 
past investment providing this is done by not charging 
individual prices that are excessive. 
What we are talking about here is some weighted 

webean when prices are excessive. So, this part 
of the answer would add up to the fact that any net 
dotanava achieved by the railways, however determined, 
by rational tests of appropriate rate ceilings, revenue 
aomeved by this amount in captive or monopoly traffic 
is something they are not by social right entitled to. 


these very high rates would certainly at least compen- 
tf in this case revenues are inadequate in the sense 
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that total revenues do not equal total costs including 

a normal return on all past investment, then there are 
two alternatives that are open, both of which have 

been discussed in little different terms in the last 

day or so. First, contraction of the rail plant: 
there is nothing magical or sacred about a total revenue 
haha cost equation for railways as business enterprises. 
There is nothing sacred about any given level of invest- 
ment in railways. In other words, if the market 

at reasonable rates will not support existing rail 
plant, if other modes of transportation have come in 

to take over part of the job, then the price to maintain 
that plant may well be quite impossible. In this 

case, the first possibility is the contraction of the 
rail plant. 

The second, of course, is that if a social 
policy does not deem it is desirable, and this level 
of investment and size of plant is to be maintained, 
and not to be maintained through what we identify as 
unreasonable exactions against some shippers, then the 
obvious recourse is subsidy. 

The foregoing discussion has emphasized 
output-cost-price relationships that would maintain 
under uniform pricing the financial support for the 
rail system achieved by discrimination. This support 
requirement is itself open to question. Aside from 
the rate limits dictated by the uniform pricing test 
with full overhead coverage, high rates can be question- 


ed on another ground associated with the distinction 
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between competitive and non-competitive traffic. 

I suspect I have anticipated, in the answer 
to your query, Mr. Frawley, some of the things I am going 
to say here. 

There is no apparent reason for "monopoly" 
traffic as a class to contribute significantly more to 
the financial support of the system than competitive 
traffic under a system of regulation designed to re- 
strict rates to "reasonable" levels, It is precisely 
in the competitive sector that by definition a "normal" 
return is earned. In other words, where competition 
is at work the market determines financial rewards and 
investment returns. Fair competition does not gener- 
ally provide undue restraints on earnings and there is 
no reason to expect it to do so in transportation, 

If a normal return is appropriately construed as that 
accorded under competition, there is no reason to have 
to "make up" anything on that portion of a company's 

business that is not subject to competitive pressures. 

It is difficult to assign railroad traffic 
neatly into competitive and non-competitive categories, 
since the distinction is largely one of degree. But 
for present purposes it is reasonable enough to accept 
the classification of the Board of Transport Commissionerg. 
It is true that "monopoly" rates are not uniformly 
higher than competitive rates since the former often 
apply to low-grade commodities without good alternative 


transport services and the latter to high-value items 


subject to strong motor carrier competition. But the 
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Canadian waybill data do strongly suggest some unfavourab 
treatment of non-competitive movements, The full extent 
of the differentiation is undoubtedly blurred by the 
aggregated data and comparison is difficult because of 
the complication of differences in haul lengths. But 

as one case, in 1958 car-mile revenues on non-com- 
petitive East-to-East traffic exceeded by 21 per cent 

the yield on competitive volume, although average hauls 
were comparable. On maritime-to-maritime traffic 

the discrepancy was 9 per cent despite virtually identi- 
cal hauls. (Board of Transport Commissioners, Waybill 
Analysis, 1958. ) The offending rates should be re- 
viewed in the light of the observations regarding the 
appropriate relationship between competitive and non- 
competitive rates in a normal return. This does not 
imply a cost basis of rates but simply that the 
appropriate ranges of discrimination should be little 
different for the two general classes of traffic. 

It is possible that the restraints on upward 
discrimination proposed in the present connection might 
restrict overall earnings and overhead coverage. But 
in transportation as in the economy generally investors 
should be required to take their chances on the effects 
of competition; if these effects are adverse it is not 
at all clear that investors in a regulated public-service 
industry are entitled to recoup by monopoly level exae- 
tions in non-competitive markets. Nor is there any 
economic reason why any particular level of return must 


be earned on past investment -- sunk investment; its 
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services will be available in any case. All that is 


economically required are returns adequate to induce 


needed future investment. If the realizable returns ar 


not adequate in the face of competition to induce the 
investment, it should not be mades3 certainly it should 
not require the support of monopoly returns in non- 
competitive markets. If investment beyond that 
dictated by these market forces is regarded as socially 
desirable, it should not be supported by a limited 
number of producers and consumers but by the economy 

as a whole. Subsidy, the most generally accepted 
device for inducing this broad-scale support for 
social objectives without market sanction, is the 


indicated solution in this case. 


IV 

In summary, properly-controlled railroad 
rate discrimination performs a gnerul economic function 
both by providing a means for covering fixed costs and 
by minimizing unit costs. But it must be limited 
in the interests of both equity and economics since 
high rates may be detrimental to affected shippers on 
both grounds. Furthermore, by divorcing rates from 
costs distortions in the location of production and 
use of resources are introduced which are detrimental 
to the entire economy. It is therefore essential 
that discrimination be limited in order to exploit 
fully its advantage and to minimize its costs. 


Although such control has been one of the 
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important functions of regulation, it is questionable 
that the historic concepts and methods are adequate 

to maximize the gains and minimize the costs of 
discrimination, The comparative method of testing 
rates was probably adequate in the early years when 
the forms and procedures of regulation were 

developed. In that era of lower traffic densities the 
legitimate sweep of discrimination was much broader 
than at present. And the opportunity for developing 
refined tests was limited by the relative crudity 

of the available analytical techniques and machines, 
But the comparative method, although perhaps formerly 
necessary and adequate, is plagued with circularity and 
provides no standards of any real vitality and 
validity. As a result, the historic patterns of 
discrimination, compounded by general percentage rate 
increases, are no longer valid as the legitimate range 
of discrimination shrinks. 

As the need has changed, analytical methods 
and facilities have improved immeasurably. In the 
interests of sound regulation, responsible officials 
must exploit fully the new opportunities for data 
collection and analysis. (Appendix III outlines 
in some detail the kinds of data and analyses required 
for sound regulation along the lines advocated in 
this statement. ) 

Q. I would like you to at least give the 
Commission the highlights of that Appendix III, and 


perhaps this would be as good a time as any to do so, 
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It will not take long to read it. 

a Appendix III deals with data and analyses 
required for applying the uniform pricing rule. 

Le Cost Studies, The newly-developed 
statistical methods offer real promise of substantial 
advances in costing. These and other techniques 
should be fully exploited to develop the following: 

a. General descriptions of cost structures, 

with particular wference to cost variability. 

This is not only an essential step in deter- 

mining costs of specific services as required 

below, but it is also necessary for the 
determination of the general effect on unit 
costs of output restrictions which is 
important in applying the uniform pricing 
rule advocated in this statement. 

b. Determinations of the long-run marginal 

costs of providing particular services, 

Among other important uses, such measurements 

are necessary for developing the general 

revenue contribution studies and for 
determining the degree of discrimination 

in particular cases. 

2. Revenue data. The waybill sample 
provides a strong basis for the revenue measurement 
required for determining revenue-cost relationships. 
However, this data would be strengthened substantially 
by increasing the size of the sample to perhaps 2 per 


cent -- admittedly, a figure pulled out of the air. 
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The very limited number of carloads in many traffic 
classes and movement categories creates a substantial 
sampling error. (See, for example, the notes to 
Appendix Table I, as I mentioned in connection with 
the construction of car-mile revenue ratios.) The 
limited traffic volumes make the one per cent sample 
relatively less satisfactory in Canada than it is in 
the United States, and even there the sampling error 
constitutes a serious problem in many traffic cate-~ 
gories. 

a Market studies. Even with traditional 


approaches to discrimination control, much needs to be 


known about the specific influence of transport prices 
on amounts of transportation purchased and about market 
responses to price changes or rate changes. Such 
information is necessary, for example, in determining the 
extent to which a specific rate. impedes marketing 
opportunities and hence traffic flow. The limited 
information now developed emerges on an ad hoc basis ip 
specific litigation. Broad-scale studies of demand 


elasticity would provide insights into market behaviou 


_ 


valuable for present control patterns; but more pertinent 
for present purposes, they would be vital for appli- 
cation of the uniform pricing rule. These studies 
should embrace such considerations as the technical 
substitutability of alternative modes in particular 
transport markets -- with indications of substitu- 
tion elasticity -- the effect of rate changes on 


material sources and market outlets, and the 
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2 incidence of freight rates. The methodology would 

3 embrace both analyses of past responses to particular 
4 rate changes and intensive market surveys of 

5 shippers. 

6 4, Analyses for specific application¢ 

7 the uniform pricing rule. The foregoing elements 

8 -- cost, revenue, and demand-elasticity studies -- mus 
9 be brought together to apply the uniform pricing 
10 rule, In combination they can provide tolerable 
11 answers to the fundamental questions; what level of 
12 output would be realized with uniform prices and 
13 what level of unit costs would be associated with 


that output? 

Canada urgently needs as a basic regulatory 
tool detailed revenue contribution -- or "burden" == 
studies for specific traffic segments comparable 
to those made in the United States in order to 
determine the full sweep of discrimination and to 
detect the rates which may require readjustment. 

( Ad hoc determinations of revenue-cost relationships 
for particular traffic movements involved in rate 
litigation are of little value; the propriety of 
particular rates can be determined only in terms of 
the full sweep of revenue-cost relationships.) The 
pursuit of such studies, and other purposes as well, 
requires extensive and continuous costing activities. 
Furthermore, much more needs to be known about the 
demand for rail transport services. It repre- 

§ 


sents simply a summary of Appendix III. 
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But rational data exploitation is fruitless 
if not impossible without a comparable improvement in 
the concepts of rate control. This statement has 
advanced a fundamental test of rate ceilings and 
discrimination limits which is deeply rooted in the 
basic rationale and theoretical justification for 
discrimination and which, ir applied, would go far 
to ensuring the maximization of its benefits and the 
minimization of its costs. According to this rule, 
rates should not exceed levels dictated by the average 
costs associated with uniform pricing. thie pro= 
position includes in costs overhead coverage as com-~ 

plete as that achieved under discrimination, This 
full coverage, however, is subject to the major 
qualification that it should not be achieved through 
monopoly level exactions on non-competitive business. 
The economically appropriate rewards to railroad 
enterprise and future levels of investment in rail 
plant are those dictated by the market under com- 
petitive conditions. If investment in rail plant 
beyond the indicated level is regarded as socially 
desirable, its support should be provided by the 
economy generally and not by a limited group of 
producers and consumers. 

It is impossible with available data to 
describe rate patterns and to determine appropriate 
rate ceilings with any real precision. But inferen- 
tial evidence at least suggests that some Canadian 


rates violate the principles advocated here and 
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therefore the rules of socially sound transport pricing. 
It should be the responsibility of regulatory authori- 
ties to make the appropriate tests and remove this 
important question from the speculative area, The 
empirical determinations are difficult at best, but the 
effort must be made if railroad rates are to provide 

a stimulus rather than a barrier to balanced economic 


growth in Canada. 
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Appendix 1 


Roberts, re-ex, 


Average Car-Mile Revenues, by Distance, Employed 
in Computing Car-Mile Revenue Ratios 


Distance 
O - 25 
26 - 30 
31 - 35 
36 - 40 
Ay = 45. bi 
46 - 50 
51 - 55 . 
56 - 60 
61 - 70 
71 - 80 
81 - 90 
90 -100 
101 -110 
111 - 120 
121 - 130 
131 - 140 
141 - 150 
151 - 160 
161 - 170 
171 - 180 
181 - 190 
191 - 200 
201 - 210 


211 


- 220 


Average 
revenue 


per car-mile 


171 
163 
160 
150 
140 
133 
123 
118 
108 
104 
102 
100 
99 
97 
96 
95 
ot 
93 
92 
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90 
89 
88 
87 


7 Te iy; 
PRE i: 

hate cys Er“; - n 
7 cohy y 


if. Cieeer ; hs ra sie oa Act, hyay : - wu 
tan ras oct) See ai a ial ae ne ei) bet 
en a ay | ag bo A 
LO NER a ie wees wai 


van a 
; " f fat ie - Ave tan re eae At a 


PRL A en ae Ni 
a 


' 

: A eee 
I Dion. 
 * Si 
ej 


Y o 4 

yy, 

a 6 

CG ANGUS, STONEHOUSE & CO. LTD. Roberts, re-ex, 17295 
g TORONTO, ONTARIO j 


ee (Frawley 


D (Continued) Ricans 
revenue 
3 Distance per car-mile 
4 2215 }- .230 87 
5 231 - 240 86 
6 241 - 250 85 
7 2511-270 84° 
8 271 - 290 83 
9 291 - 300 81 
10 301 - 310 80 
11 311} 1- 320 79 
12 355.3300, 78 
13 331 - 340 77 
14 341 - 350 76 
15 351 - 360 : 
16 361 - 370 T4 
17 371, - 380 73 
381 - 390 72 
391 - 400 71 
4o1l - 410 TO 
411 - 420 69 
4e1 - 430 69 
431 - 440 68 
44 - 450 68 
451 - 460 67 
461 - 480 66 
481 - 500 65 
501 - 520 64 
521 - 540 63 


541 - 560 62 
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(continued) 
Average 
revenue 
Distance per car-mile 
561 - 590 61 
591 - 620 60 
621 - 640 59 
641 - 660 58 
661 - 680 oT 
681 - 700 56 
701 - 730 55 
731 - 760 54 
761 - 790 ope) 
791 - 830 52 
831 - 870 51 
871 - 2120 50 
2121 - 2190 49 
2191 - 2250 48 
2251 - 2300 } AT 
2301 - 2370 46 
2371 - 2450 45 
2451 - 2520 Au 
2521 ‘ 2600 43 
2601 - 2670 4e 
2671 - 2750 41 
2751 - 2890 40 
2891 - 2990 39 
2991 - 3110 38 
3111 - 3220 | 37 
3221 - 3360 36 
3361 - 3500 35 
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3501 - 3600 © 34 
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Notes to foregoing Table. 

The following procedures were used in 
determining the average car-mile revenue employed in 
computing the ratios: 

(1) The car-mile revenue data in Waybill 

Analysis, 1958 were recast by mileage 
blocks and a weighted average secured 
for each block, 

(2) These averages were plotted and the 
resulting curve was smoothed by 
inspection, Smoothing was particularly 
required in the 100 - 900 mile range, 

(3) The data in the table were read from the 
Smoothed curve. 

When the same data were plotted for the 

United States, the resulting curve was perfectly smooth 
and approximated a rectangular hyperbola. The erratic 
behaviour in the present data in the 100 - 900 mile rang 
is undoub$edly attributable to the relatively smaller 
universe from which the one percent sample was drawn, 
The curve as smoothed through this range probably 
introduces a conservative bias by restricting the 
magnitude of the ratios. It doesn't assume as much 
curvature as the generalized United States pattern and 
therefore maintains a higher level than if it followed 
the hyperbolic form more completely. 

Between 900:and 2100 miles the plotted data 
fluctuate rather closely poke 50 cents and the curve 


was smoothed at that value over this range. This too 
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may be conservative since some decline would be 
expected, Over 2100 miles the values (and the curve) 


drop neatly to 34 cents. 
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Appendix II (continued) 


|~@ 


Drawn from the 1958 waybill sample. The "car-mile 
revenue ratios" are the ratios of car miles eaxypings 
to the "normal" or average earnings for the appropriate 
distance, The "normal" values from which the ratios are 
drawn are described in Appendix 1, 
b 
Movement Key 
Q = Quebec 
O = Ontario 
BO = British Columbia 
NS = Nova Scotia 
NB = New Brunswick 
A = Alberta 
S = Saskatchewan 


M-= Manitoba 
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THE CHAIRMAN: Mr. Cumming? 


CROSS-EXAMINATION BY MR, CUMMING: 


Q. Dr. Roberts, as we go along you will bear 

with me, I trust, if I appear to stumble from time to tim 
on to what appears to me, in any event, if not to 
some others, a rather difficult and complex matter, 

On the first page of your brief, sir, you 
point out that on conventional rate-making principles 
rates vary primarily in accordance with the demand for 
transportation and not with the cost of providing various 
services and that with fully effective competition 
discrimination would wither away as rates move towards 
costs. 

I take it that in a climate of complete 
competition the result would be that a rate structure 
would be a totally cost-oriented one? 

A, Very closely. I would say this. I think 
certainly that the major portions of discrimination -- 

I say here Mwither away", which is. not necessarily 

die -- oe ery ee Such economic forces as joint 
costs would be another occasion for discrimination, where 
you have -- well, if we need to get into it -- the 
joirtness associated with backhauls for example. 

In this particular occasion, discrimination, 
different levels of rates related to costs, depending 
upon the intensity of demand in opposite directions 
might still occasion some continuation of discrimination. 

Q. Could you speak up just a little, please, 


Dr. Roberts? 
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Reon Yess 

Q. But, assuming a fully competitive 
situation, the result, as I understand from what you 
say in your brief, would be that the rate structure 
would be cost-oriented. 

A, Essentially cost-oriented, yes, 

Q. Amd.that, I take it, in your view would 
be a good thing? 

A, No, not necessarily. 

As I said, I think the main justification for 
discrimination results from the relatively large rail 
overhead, and we can contrast, I think, the railroad 
industry here with the trucking industry, 

I think, for example, there is little real 
basis for real discrimination in the trucking industry. 
It can be and should be and basically is essentially 
competitive, Its cost structure is not one that involve 
any volume of allocating overhead, 

I think this relative demand, elasticity, 
is a socially sound way of allocating this rail overhead 
subject to the limitations that we are talking about 
here, 

Q. Do you not feel, Dr., ~- to use the term 
that pops up from time to time here -- that we would 
have the uptimum resource allocation of our transport 
facilities if the low cost carrier in every instance 
handled the movement? 

A, Yes, 


Q. And, if I may go back again, if competitio 
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were all pervasive, , would that not be the result? 

A, Yes, this cost-orientation would, if 
prices reflected relative costs in the more efficient 
carrier, would, assuming now homogeneous quality or 
the same quality of service, the carrier with the lowest 
cost would get the bysiness. This is not necessarily 
the most efficient, from the standpoint of overall 
distribution costs, let us say -- if this were true, 
there would reasonably be no aim transportation of any 
kinds of commodities, if you take into consideration 
other costs, such as inventory costs, service costs -- 

Q. Iwas thinking of the all-embracing aspect 
of it so, that is, associated costs, capital costs, 
service considerations and the like. 

A, Yes, certainly they would be facilitated 
by having cost-oriented transportation rates, 

Q. But the esséntial fact remains that 
competition is not that all-pervasive; that is to say, 
there are substantial segments of traffic which are not 
subject to alternate carriage; and is not that the source 
of the problem? Is it not that area that any scheme of rate 
~-control seeks to protect? 

A, Well, certainly,in terms of my discussion, 
this is the range of interest. There certainly may be 
other kinds of regulatory problems, even in the 
competitive sector. Certainly, we have them in the 
United States. 

This has been the thing we have been most 


concerned with in recent years -- appropriate kinds of 
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controls at the lower end of the scale, But, for 
pricing purposes, certainly in this discussion we are 
concerned with: the situation where full-fledged 
competition is not active. 

Q. Assuming that in the areas where 
competition can effectively operate and so bring about 
the situation where goods move by the low cost carrier 
-- all these other considerations being taken into 
account -- are we not faced with the situation, perhaps 
to repeat myself, that the area that requires 
regulatory protection is that area which does not have 
the benefit of the forces of competition? 

A, Exactly. 

Q. Now, going further along with your 
submission, you point out that upward discrimination is 
unjustified if some rates are gratutiously low by failin 
to provide @s much overhead coverage as demand condition 
permit. Is it your idea in the scheme of rate making 
that you envisage that this problem should be resolved 
by legislative fiat? or, is it something which should, 
in your view, be left to the railways in their own 
rate making activity and in their own self-interest to 
endeavour to enlarge the contribution to overhead? 

A, My view of this is to accord the railroads 
-- this I have argued for and there are things I have 
written in the United States regarding the United States 
rail system -- the maximum amount of freedom in this. 
In fact, I would go farther than the Commerce report 


did in this respect. 
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| 
Q. Then, in connection with this very scheme 
that you have, is it your suggestion that it be 
statutorally imposed; that it be prescribed by a 
regulatory tribunal, or that it be merely adopted by 

the railways as the foundation stone of their rate 
making practices? 

A. I would contemplate that it should, could, 
and would be adopted by the railroads in their own 
self-interest, maximizing net, subject always to this 
qualification I have talked about today; namely, that 
there is a point beyond this maximization that should 
a be permitted, 

Q. How is that to be established? 

A, Well, there may be alternative ways. [ 
have proposed a test which squares, I think, with 
economic theory, namely -- well, you can ecliptically 
refer to it as the economic pricing test I have 
described» 

Q. What I am getting at is this, Dr. Roberts. 
Would that be a legislatively imposed ceiling? 

A, Well, I do not know how amenable, if this 
were to be adopted, the Board of Transport Commissioners 
would be to adopting it, and I just do not know whether 
legislation would be required or not. You can drawa 
parallel -- in our case, I think the I.C.C. would 
probably require some sort of legislation. 

Q.. In this scheme, there is a maximum, and, 
of course, inherent in the scheme to make it succeed 
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A. Yes. 

Q. Well, do you suggest that the ceiling be 
imposed by law and that it be left to the railways to 
pull themselves up by the boot pariah, ae to dpaniey tig 
improve the situation here? 

A, Yes, I would contemplate this. 

Q, Or, would you put a floor on rates by 
law, as well? 

A, No. I believe with adequate maximum 
control that a floor would not be necessary. 

Q. But, given a fixed legal maximum, the 
railways would, I suppose, in their own self-interest 
bring up these low rates in order to meet their revenue 
requirements? 

A. Yes, 

THE CHAIRMAN: You would agree with Dr. 
Williams that the carriers ought to be allowed a greater 
amount of freedom in the making of rates? 

THE WITNESS: Yes, indeed, sir. 

MR, CUMMING: Q. Now, on page 3, in itdélies, 
you say: 

"Higher than average rates are unjustified if 

they exceed amounts dictated by the output and 

unit costs that would be associated with non- 
discriminatory rates". 

Just so that I may have it as clear as [I can 
for my own mind, in any event,average rates there means 
just what? 


A, The total cost? Average rates -- you mean 
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average cost? 

Q. Yes, 

A, Total cost divided by the number of units 
of sale or output, or however you measure it, 

Q. And that is in the context of a uniform 
pricing structure? 

A, Yes. 

Q. You use the term "average rates" here in 
laying ‘che ground work for the theory of establishing 
your maximum rates? 

A, Right. 

Q. And there would be no room, in your view, 
for any rate above that average rate? That would be 
the very top? 

A, Yes, assuming that the -- well, I do not 
Suppose one should think of anything too rigid here. I 


mean, the determination perhaps would not be, despite, 


and data thap we have ever had before. Take the United 
States case, in the example I gave. I do not suppose I 
would say any rate ‘over 178% of out-of-pocket cost is 
too high. I think that in terms of allowing for the 
difficulties of measurement that same leeway above this 
would certainly peril ted . But there is a point 
that this sets beyond which you do not go. 

Q. And that maximum would apply to all classe 


of rates? Competitive and non-competitive alike? 


| 
as I said, the availability of better analytical tools 
Q. To our agreed charges that we use in 
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A. Right. 

Q. To any rate at all? 

A, Yes. 

Q. Even if -- let me just take it right to 
an extreme position -- even if in a given competitive 
situation the traffic would move at a rate in excess of 
the average rate so established? 

A, Well, this may be true of a lot of traffic 
that it would move at Bakker rates, but the purpose of 
maximum limits -- but this is the purpose of maximum 
limits -- 

Q. Recall that I said in a competitive 
situation. 

A, Yes. In principle, I see no difference. 

Q. On page 4, you speak of the necessity -- 
you say: 

"Tt should be the task of regulators to 

develop the data and analyses which will permit 

within at least broad limits the determination 
of appropriate rate ceilings through external, 
objective measurement”. 

These are, as I understand what you were 
saying to Mr. Frawley, detailed cost studies, burden 
studies, and the like? 

A, Yess 

Q. And I assume, as well, from your appendix 
III, that ee would in addition be very extensive 
market studies? 


A, These would be required, yes, indeed. 
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Q. In point of fact, they would be required 
in a most elaborate and extensive order; would they 
not? 

A, Well, this would depend upon the precision 
that one would attempt to reach -~ how much leeway. I 
think the point we were addressing ourselves to a minute 
ago would be involved here. If the data that you are 
working with is more fuzzy, then certainly 2 greater 
range beyond some indicated amount would be called for 
in order to provide an insurance margin. If you rely 
on rather reliable data and extensive studies, I think 
this range could probably be narrower. 

Q. But as a first step in the scheme, you 
would analyse what would happen if the railways moved 
to uniform pricing? 

A, Right. 

Q. From there, you determine the percentage 
above out-of-pocket costs which would be fixed as a 
maximum? 

A. Right. 

Q. Bo- + you have to base that upon an 
assessment of the decline in traffic in the whole range 
of rate'classification in order to see what the results 
would be in the hypothetical situation of a uniform 
pricing structure? 

A; That is right. 

Q. Now, with that in mind, would not the 


extent of market analysis have to be of the most 


exhaustive order? 
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A, Well, certainly some _.. 


generalization, it seems to me, would be possible. For 
example, for various categories of commodities with 
certain characteristics, the substitutability of rail 
for motor service kinds of price differentials -- that 
would involve a shift from one mode to the other -- 
would be possible. In other words, what would be 
possible would be a rather high degree of generalization 
I would think. I doubt if this would mean market studie 
for every conceivable movement of every conceivable 
commodity in commerce. 

Q. What I am asking and pressing is this, 
Dr. Roberts. The results of these investigations is 
going to be the percentage figure that will be fixed? 

Aso "Yes; 

Q. And that is going to be a very important 
number? 

A, Yes. 

Q. Both from the shipper's point of view and 
the railways! point of view? 

A, Yes. 

Q. And with that in mind, it seemed to me 
that it would be essential to arrive at the appropriate 
number with as much precision and confidence as 

possible? 

A, Exactly, yes. 

Q. And I was just wondering to what extent 
generalization in the market studies that would be 


conducted would suffice? 
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A. It would certainly not suffice for 
perfection, I think if they were 50% effective, some 
kinds of answers could be drawn, It would be better 
than the present system of no standards at all, except 
this comparative standard. 

Q. Well then, would it be on a rolling base? 
Supposing, having conducted the number of studies market 
wise with some reasonable -- without spending ten years 
on it -- 

A, Yes. 

Q. -- that a number could be developed? 

A figure? 

A, Yes. 

Q. And that were fixed as a maximum 
percentage that would be allowed, and then in two or 
three years it were found that the railways were making 
a ridiculously large amount of money -- let us say, if 
we are going to be hypothetical, we could perhaps put 
it on that basis -- would this be subject to some 
review? 

A, Oh, yes, I would say so. As costs 
changed, as output levels changed in terms of density. 

THE CHAIRMAN: As you see it, in picking that 
number you would be increasing rates? 

THE WITNESS: I do not contemplate any rates 
being increased, no. Decreasing those that exceed the 
ceiling that we are struggling to reach here. 

THE CHAIRMAN: How would the railways get the 


revenue? 
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2 THE WITNESS: Well, this goes back toa 
3 question that Mr. Frawley asked me. I do not know how 
4 to deal with it in. other terms except what I said, which 


3 I perhaps might repeat a bit of. 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, er=-ex 173 16 
. (Cumming ) 


I might start with this: if, as the analysis would 
indicate, the same class coverage could be accomplished 
with uniform pricings as under the discrimination system 
and it 1s on the level where it is possible to establish 


this ceiling, then having this ceiling and some dis- 


“ye ok 


criminatim below that which would actually improve 
revenues over what they would be, if you really had 
all the low rates moved up to a higher level which 
provided additional revenues, that would help to make 
them whole. In other words, it gets down to the 
proposition I mentioned before that net revenues are 
as a result of a combinatim of a number of things and 
there is more than one combination of these that can 
provide the given volume of net revenues. 

THE CHAIRMAN: Everywhere in the free world 
the complaint of the railways is that there is not enough 
money going into the till. 

THE WITNESS: That is right, and perhaps to 
get back to the second part of the answer that I gave 
to Mr. Frawley -- perhaps we are, and I say "perhaps", 
trying to maintain too much investment in rail plant 
under present circumstances. Much of this is historica 
and actually it goes back to antiquity. As I said 
ait I am not sure that we can be assured that the 
market will support any given level of past railroad 
5 wih aheatie I think we certainly have this in the 
United States that the market just will not do it and 
if the market will not do it there is nothing to be done 


about it. The alternative is to say that we will try 
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to force this issue by permitting the railroads to 
charge as much as they can on some of the non-competitive 
or monopoly traffic. I am suggesting here that this 
is inconsistent with certainly our standard of pro- 
priety, and I think the Canadian standard of propriety, 
namely, that the sky is not the limit as to what people 
ean charge for their services even though they can get 
a hoy 

MR, CUMMING: Q. Well, now, you said that 
the level, the maximum, might be subject to adjustment 
from time to time? 

A. Yes, I am quite sure it would have to 
per 

Q. We have had, and I think most people 
would agree, in Canada a rathr agonizing experience 
in the past ten years or more in general revenue cases, 
Would it be, in effect, a gemeral revenue case that 
would be required in order to adjust that maximum? 

A. This would certainly be one way of 
showing the changed costs. It would certainly be a 
legitimate showing of a changec proportion of a 
changed number there. 

Q. Just on that point, if the maximum is 
a percentage above cost, then until the maximum is 
changed that surely need only be applied to the figures 
thatare developed in a cost study, and to that extent 
the rate structure would be self-adjusting, would it 
not? 


A. I am sorry,I missed this. 
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ANGUS, STONEHOUSE & CO. LTD. Roherts 3 cr-ex Bia 18 
TORONTO, ONTARIO ( Cumming ) 


Q. Maybe I have missed it too. This 


is part of the difficulties under which we labour. 


The maximum scheme, and that is what all this purports 
to be; a cee for fixing maximum rates? 

A. Yes. 

Q. And that is expressed in a percentage 
above out-of-pocket costs? 

A. Right. 

Q. So, if all that is changed is cost ex-. 
perience and we are not going to change the max Umum 
allowable above that then surely there is no need for 
a general revenue case there, this is self-adjusting. 
The railway knows today that its out-of-pocket cost 
is estimated and the maximum is 178 per cent of that, 
therefore, the rate by simple calculation is X. Lt 
its out-of-pocket cost ohn that same movement the 
next year is half as much again, ten once again it 
is a simple matter of calculation? 


hr, Yes. 


Q. But what I am interested in is how the 
178 per cent, how is that figure changed from time to 


time? 


A. This figure would not be on the basis 


of this. In other words, if as a result of horizonta 


costing or broad costing --- 

THE CHAIRMAN: Mr. Sinclair and Mr. Frawley 
will agree. 

THE WITNESS: The percentage might well 


remain the same, depending upon traffic conditions. 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr-ex 17319 
TORONTO, ONTARIO (Cumming ) 


That is one thing that might change it, but as far as 
the cost increases are concerned the percentage would 
remain the same, which would then necessitate a rate 
increase to keep up with this. Just what administrativ 
device -- whether this should be automatic or through 

a formalized procedure to establish the change in costs, 
I have not really thought about. 

Q. Well, presumably if you have a maximum 
rate expressed in terms of a percentage above out-of- 
pocket costs then as long as that percentage remains 
fixed surely the male of maximum rates is self-adjusting 
as cost conditins change? > 

A. Yes, that is right. 

Q. That I understand. What I put to you 
a bit earlier was that on the assumption that the 
percentage had been settled as the maximum allowable 
proved to be ineffective, inadequate, railway revenues 
are away, away down, how is that percentage, that 
allowable maximum, to be changed? What review would 
there be of it? 

Be Well, the logic of the situation Le 
I think, as I suggested before, that this does not 
contemplate the achievement by the railroads of any 
particular number of dollars of income. 

Q. Ir see, 

A. It is not a kind of cost-plus thing. 

Q. That being the case, you do not con- 
template that the railways will be coming to the 


regulatory tribunal and saying they need more money 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr-ex 17320 
TORONTO, NTARIO 
: (Cumming ) 


and to change the 173 per cent to 210 per cent, and then 
they could manage. That just would not happen? 

A. I would see no reason for it unless con- 
tinued analysis of the elements that go into this 
should take a change in the appropriate percentage. 

THE CHAIRMAN: Who would choose the 178 per 
cent? 

THE WITNESS: Well, this would certainly be 
a regulatory function, presumably the Board of 
Transport Commissioners, I suppose. 

MR, CUMMING: Q. This then brings me back 
to the point from which I started. If it is not going 
to be changed when the railways come knocking on the 
door and say they need more money, then that surely 
points up the tremendous importance of picking the 
right number at the first instance? 

A. Exactly, yes. 

Q. And so it adds to the strain that is 
going to imposed on those who are going to do all these 
marketing analyses and so on and makes it almost vital 
that they be right the first time? 

A. That is right, except for the qualifica- 
tion I have mentioned. You caild be very liberal with 
this, say you come up with a figure of 178 per cent, 
and if there is concern about railroad revenue and you 
want to be sure you could make it 250 per cent. 

Q. Well, then, of course, wé might err in 
that way in favour of the railways? 


A. Yes. 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr-ex 17321 
TORONTO, ONTAR 
- (Cumming ) 


Q. And the shippers are not going to be 
too happy? 

A. On the other hand, I think the shippers 
will be better off than they are now, some of them. 

Q. Within this level? 

A. Yes. Well, we do not- now anything -- a 
least, I do not know anything about these ratios with 
respect to Canada, but certainly this would be true in 
the United States. As I pointed out, there are sub- 
stantial volumes of traffic that move at what I would 
consider very high ratios on out-of-pocket costs. 

Q. Something in the order of 400? 

A. yes, as high as 400; the volumes taper 
off, the higher you go, but if you go to double the 
out-of-pocket cost you get a good chunk of traffic. 

Q. What sort of movement, from your examina- 
tion of the American situation, do you find moving at 
revenue out-of-pocket ratios of that order? 

A. I am sorry, I did not total up figures 
or have them totalled up. Certainly, I could probably 
name some -- manufactured tobacco would be a case in 
point -- I mean, we are talking about over 2003 
4OO level and from there to the 300, I am sorry Il 
cannot give you specific commodities involved. 

Q. Could you give us some idea where, 
apart from the specific commodities involved, have 
you any idea what volumes, how significant are these 
higher level ratio movements? 


A. No, I cannot. The only measurement I 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr-ex Li3¢ge 
TORONTO, ONTARIO (Cumming ) 


have is the measurement of ton miles or the percentage 


of total sample over 178. As I say, it drops off 
the higher you go. 

Q. And that was something of the order of 
25 per cent? 

A. Of the traffic. 

Q. One billion of the sample ton miles? 

A. Yes, that is right. 

Q. And that may be bunched, to some con- 
siderable extent, at around the 200 level? 

A. Yeu, ©2.is8% I have tabulations by 
blocks in there but I just don't remember the figures. 

Q. Now, turning over to page 6, dealing 
with the ICC cost studies, you say: 

"Cost studies of the Interstate Commerce 

Commission's staff indicate that at 

generally prevailing traffic densities 

costs are about 72 per cent variable 

and 28 per cent fixed." 

Are those derived figures .dr can one look at these 
Icc cost studies and just pull these numbers out? 

I am not familiar with this; it is just a question of 
information. 

A. No, they are derived. I don't quite 
get the distinction between derived and pulling them 
out. 

Q. Well, does one look up in the ICC burden 
studies or the territorial costs and find a specific 


number? 


° A \? q =F 
i" ‘5 “ul oa. my 7 - ‘ 
eer a nn ey Pe 
Ny : » i 1 Ae ad ates re —~ 
7 , is ~~. 
BSerr i Gao Ln” 
e° } W Soe Pre: m | an 
ty ’ id 
rhs r oo) selina deg Yo: dire 
> i ye ~~ 2B . ae" 
> 7 
‘ ; } 
tf 
' 
: +] 
nel ¢ i : ¢ 
at ?tinos hrs " 


yo i ats 5 a 
ious eenm edt at ovadi 


i a9vo $fqmse Iadod Yo 


Rein 15. 
a 


'¢ 


ya iw _ 


.o3 voy tefatnd eds 
- 9 
s 
?Iae5, eq 2S 
; 8 
of 4 ‘ 
RP i 
+ i, ? 
‘ Pha he 
pit 


- ) J 
"v 
‘ 
2 ‘= 
{ = t3 te 
> iis nr 
ay DOL. 
~ ow 
Se t 8 é. 
nolvagvo tal 
| 
’ 
on ae 


j f# 
, ae SOLE OR: 
eta Says eer 4 
® ms ¢ + JH aa 


ANGUS, STONEHOUSE & CO. LTD. Roberts, cr=exX 17323 
TORONTO. ONTARIO 
(Cumming ) 


A. You can look in the preface, for instance 
to the territorial cost scales which shows that these 


costs computed in here are predicated on the propositio 
that 80 per cent of operating expenses are variable. 

MR. SINCLAIR: In excess of 80 per cent. 

THE WITNESS: In excess of 80 per cent? 

MR. SINCLAIR: Yes. 

MR. CUMMING: Q. I am sorry we are all 
talking at once. How much? 

A. My recollection is 80 per cent but I 
may be wrong. It would seem, however, when they are 
making calculations as they are doing here the only 
actual regional cost scales, they would apply to that 
a number -- Mr, Sinclair may be right -- in any 
case this is a figure, something about 80 per cent 
variability for operating expenditures invested in 
rolling equipment, 100 per cent variable with traffic 
in the low rate, investment at Pia plant, 50 per 
cent. You combine those together. For instance, 
in the burden study if you look at the total costs, 
the fully distributed costs, this is the total, and 
the overhead is exhausted if you take the figure for 
all traffic it will be one figure. You have another 
figure of the out-of-pocket costs and if you compare 
those to the year 1958 -- that is the last one I have 
seen -- if you compare the two for 1958, the balance 
remaining above out-of-pocket costs is 28 per cent 
of the total. 


Q. IT aee. This is a figure, then, that yo 
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have developed from those ICC figures? 

A. No, I would not say I have developed 
them. I have not engaged in any costing activity 
myself. 

THE CHAIRMAN: You have taken it? 

THE WITNESS: I have taken it, yes. It is 
computed, it is developed in this way. 

MR. CUMMING: Qe By the same token that 
the soheme would require this very intensive market 
study,or fairly extensive market study, we have a 
substantial amount of work done along that line. It 
also postulates from your detailed cost analysis of 
the whole Canadian railroad operation before it can 
even be started? 

A. Well, it depends on how generous the 
rate structures are. In the United States there is a 
great deal of regional uniformity for rate levels. 

For instance, in the famous Paint case the territorial 
carriers published a schedule of freight rates on paint 
that applies in the eastern territory. I think 
Professor Williams referred to this the other day. 
Generalization of the regional basis here would seem 

to me to be quite appropriate since prices are quoted 
on a regional basis. I do not think it would be 
necessary then to cost out paint movement for all 
possible combinations of ratios and distinctions or, 
for that matter, to cost out separately all the various 
commodities, here are, rs think we can say, certain 


basic elements that are going to determine unit costs 
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TORONTO, ONTARIO 
(Cumming ) 


and many of them are recognized in the cost today such 
as empty return on equipment, the extent of loading 

will have a lot to do with it. For instance, if you 
get blocks of traffic that have comparable characteristic 
for costing purposes and for the purposes of this ad- 
ministration they can be lumped together. 

Q. Does the fact that your scheme is con- 
cerned solely with maximum rates and not with minimun, 
allow of a somewhat less precise, more general costing 
technique than would be the case if one were trying to 
look at the other end of the scale? 

A. I believe not necessarily. We just 
drew the example by relating this concept of this pro- 
position’ to the paint rates. The paint costing where 
the shipper has minimum rates was in this same generalize 
form. At least, it is not obvious to me to say that 
this could be more generous than where you are interested 


in minimum rates. 
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TORONTO, ONTARIO 


(Cumming ) 

1 
2 Q. The reason I asked that is if the 
3 railways today are going to establish a competitive 
4 rate or an agreed charge they may be called upon to 
5 defend that and show that it is compensatory? 
6 A. Yes. 
7 Q@. And in order to do so and to meet the 
8 competitive situation they may find themselves ~~ 
9 with the problem of costing it with a very sharp 
10 pencil, if I may put it that way? 
11 A. Yes. 
12 Q. I am wondering whether, in your view, 
13 there is not simply not the necessity for that very 
14 detailed, very fine, work in eosting work that would 
15 be necessary? 
16 A,. I think some agglomeration would be 
17 quite possible if you get comparable kinds of commodites, 
18 that could very well be lumped together in terms of 
19 the cost aspect. 

20 Q. Going back to these demand studies, 
21 the market studies, that would be involved, have 
22 such studies been done in the United States? 
23 A. The paint rates were preceded by a 
24 rather substantial cost study, yes. 
25 Q. Done with a view to finding out what 
26 the impact of this new rate would be on the traffic 
27 offered? 
28 A. Yes 
29 Q@. Dr. Williams may have touched upon 


30 this: has that been followed up afterwards and the 
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TORONTO. ONTARIO 


(Cumming ) 

1 

2 actual results measured against the anticipated? 

3 A. I understand that one man from the 

os C&O tried to do something about it. The only thing 
he I know about it -- well, to answer your question, 

6 there has been no formal follow-up. There has been 
7 some effect of traffic shift, I gathered from a 

8 trucking friend of mine, but this is not particularly 
9 relevant to your question. 

10 Q. Some traffic shift -- nothing like what 
11 was anticipated? 

12 A. I am not sure, but he said they lost 
13 their paint traffic. 

14 Q. I suppose such follow-up studies would 
15 also be necessary in this scheme in order to test the 
16 propriety of the maximum that the regulatory tribunal 
17 might fix? 

18 A. Perhaps. I think really what is 

19 needed is a good understanding of the character 

* 20 of transport markets and something about the 

21 elasticity of transport demand. This gets back 

22 to the point mentioned before, that involves the 

23 generality of it. Some rather substantial general 
24 relationships, I believe, could be established about 
25 the kinds of market responses that are apt to occur 
26 in identifiable kinds of circumstances -- circum- 
27 stances with a number of variables, to be sure, but 
28 identifiable circumstances. 

29 1. At the bottom of page 6, when you are 


30 getting into a discussion of the table which appears 
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on the following page, you say: 
"The last column translates the rate level 
increase into the corresponding uniform 
ratio of rates to out-of-pocket costs 
that would be required for full cost 
coverage where the average 1957 ratio 
was 139," 
What is the source, or how was the figure of 139 
developed? 
A, I am sorry; that should be documented. 
It is from the ICC burden study. 
Q. For that particular year? 
A. For 1957, yes. 
Q. On page 8 you say: 
"But since the elasticities are subject 
to conjecture at this stage of transport 
market analysis, it is impossible to 
assess accurately the traffic effects of 
uniform pricing or the uniform level of 
rates which would permit full overhead 
coverage." 
This, of course, points out again the necessity of the 
market analysis that would have to be conducted? 
A. yes, 
Q. Are you satisfied in the absence of 
studies of that sort having been made that there might 
not be a completely chaotic condition resulting from 


this situation? 


AZ Well, I would suppose some kinds of 
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such studies with respect to elasticity of demand for 
transport services would have to be made as a preface 
or before any very substantial effort was made to 
implement such a system. 

Q. If the freight rate structure is such 
that there are substantial segments of it which simply 
cannot move, ratewise --- cannot improve their rate 
position --- 

Ae I am sorry, I missed that. 

Q. If there is a freight rate structure in 
which there are substantial segments which cannot bear 
an increase -- just assume that to be the case --- 

An Which can't? 

Q. Cannot. 

A. Cannot, yes? 

Q. . . .- for a variety of reasons; either 
they are fixed by statute or the competitive situation 
is such they won't move, or for any reason whatever 
it may be, can this scheme function? 

A. I am not sure I see the drift of this. 
We are not talking about increasing any rates. 

Q. As I understood it, there were some of 
the low rates that had to come up? 

A. If they are a losing proposition. i te 
they can't bear any more it would seem to me in the 
railways' self-interest they would not want to handle 
the traffic. 

Q. It would simply have to be shed? 


A. Yes. 
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Q. And that must necessarily be the answer? 
A. Or if public policy or proper social 
interest does not countenance this, then I think we get 
into the subsidy situation again. I think we are 
saying, if social purposes are served by hauling 
some kinds of traffic at a loss, the question arises 
as to who should bear the burden, and the answer I have 
given is that it should not be those shippers who can 
be forced by market circumstances to produce exactions 
which, on the basis of some external test, are regarded 


as excessive. 


Q. On page 9, about the middle of the page: 

"The hypothetical level of rates should 

be competitively attractive in tapping 

the 72 per cent balance in this traffic 

reservoir; rates at 178 per cent of out- 

of-pocket costs would in 1957 have averaged 

2.2 cents per ton mile, well below the 

regulated truck average cost." 

Ble Yes, 

Q. Is that an out-of-pocket or a fully 
distributed cost? Is that a total cost figure? 

A. That would be a total cost figure -- 
yes, the 2.2 is a total cost figure. 

Q. What is the spread between -- oh, no; 
that 2.2 is not a cost figure? 

A. This is average rates. 

Q. Yes? 


A. Yes, this is average rates. 
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TORONTO, ONTARIO ( Cumming ) 1733 1 


Q. What is the spread between that rate 
and the regulated truck average cost? 

A. There, presumably -- unless there are 
any monopoly profits, which I gather there are not -- 
this would represent average costs. 

Q. What I am concerned about is this: 
if this scheme goes into effect, because of the discrimin- 
atory pricing techniques that the trucking industry 
might practise, is there anything in that that would 
inhibit the operation of your rating scheme, or do 
you think it can survive in spite of anything that the 
trucks might do? 

A. I think it can survive. If I get the 
drift of the question, if these high rates were reduced, 
for example, to a ratio of 178 and this succeeded -- 
let us say it was approximately half of truck costs -- 
I suppose the railways would get a. substantial proportio 
of this business -- not all of it because of other 
factors we have mentioned -- they would get a substan- 
tial portion of this increment, or, the reservoir, as 
we call it, that they are not getting, and make more 
money on it in many cases. 

Q. Going on a little further, on page 11 
you have been discussing the questiond elasticity of 
demand, and you say: 

"In addition, although the demands in 

many cases would be highly elastic, some 

of the vast volume (nearly 60 per cent 


of the total) moving at ratios less than 
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SS | 
139 would continue to move at higher 
rates," 
That traffic that is moving at ratios of less than 
139 is, I assume, what would be the equivalent of what 
we call our normal traffic in Canada? 
A. I would suppose; some of it moving at 
slightly aaioe average costs or average rates, some of 
it more and some of it way below, of course, 
Q. And you would anticipate that evena 
substantial amount of that traffic would continue to 
move at the higher rate? 
A. No, I didn't say "substantial". ‘i 
said "some". 
Q. You could not estimate it with any degree 
of precision, could you? 
Be No, but as we said before, looking at 
this traffic above average it is in a pyramid. The 
higher you go the more it falls off, and generally the 
same thing is true as you go down below -- not completely 
true; in other words, a good chunk of this traffic would 
be presently moving on rates, let us say, from 139 to 
145 of out-of-pocket costs. Contemplating a hypo- 
thetical uniform pricing system, the amount of increase 
on rates on this traffic would be relatively small. 
Q. But you do expect that any traffic moving 
Std between 139 and 178, that very substantial 
proportions of that would be retained? 
A. Yes. 
| 


Q. As appears from your table on page 10. 
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Is the traffic that is referred to there also traffic 
that. may be the equivalent of what we call normal traffic 
in Canada? 

A. i just don't know. I am not conversant 
with this definition, I don't know what it is. 

Qe The traffic I am talking about is the 
traffic moving at class and non-competitive commodity 
rates? 

A. I would suppose in the higher reaches 
this would be true. 

Q. I am womering, when you were making this 
table, this analysis, if you had before you the Judgment 
of the Board of Transport Commissioners dated November 
17th, 1958, reported in 48 J.0.R. & R.? 

A. I did not. 

Qs It is page 26, and this might be a 
convenient place to leave the matter. 

Mr. Chairman, I was going to ask Dr. Roberts - 
and he might like the evening to consider this -- 
whether in making up the table which appears on page 10 
he had this material contained in the figures on page 
26 of that Judgment before him, and if he did not if 
he would like to consider the theory expounded here as 
to the measure of traffic which will be retained and 
to compare that against the showings of the railway 
figures that are contained in the Judgment. Perhaps 
we could leave it there. 

A. I have not seen it, and I would like to. 


THE CHAIRMAN: Well, Mr. Frawley, you have 
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one more witness? 

MR, FRAWLEY: That is right. 

THE CHAIRMAN: Is he available tomorrow? 

MR. FRAWLEY: Oh, yes, he is coming in tonight 
He is available tomorrow. Whether he will be reached 
tomorrow is something else, but he is available to- 
morrow at ten o'clock. 

THE CHAIRMAN: Then I understand Mr. Emerson 
is coming up? 

MR. SINCLAIR: No, Mr. Chairman, I am advised 
by my friends that the Canadian Pacific case which is 
following the presentation of Alberta, that the witness 
will be Mr. Roberts first, followed by Mr. Edsforth, 
followed by Mr. Emerson, 

THE CHAIRMAN: We want to ensure there will 
be continuity. 

MR, SINCLAIR: Yes, the. minute Mr. Frawley's 
case is completed we will have someone here to put into 
the box. 

MR. FRAWLEY: And I hope that will be by 
Friday afternoon at the latest. 

MR. SINCLAIR: We will have Mr. Roberts here 
whenever he is reached -- Monday, or Tuesday, or next 
week, or Friday of this week. 

THE CHAIRMAN: Very well, we will adjourn now 


until ten o'clock tomorrow morning. 


---Adjournment. 
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Ottawa, Ontario, 
Thursday, 
October 20, 1960. 


--- On commencing at 10:00 a.m, 


THE CHAIRMAN: Order, please. Mr. Cumming? 


CROSS-EXAMINATION BY MR, CUMMING (resumed): 


Q. Dr. Roberts, last day in the late 
afternoon we left the matter with a subject for your 
consideration overnight. It is ee tpiehalti)the 
transcript, volume 103, at page 17333. It related to 
some figures that I had shown you from a Judgment of the 
Board in Namesinun of 1958. 

You have a transcript <-- or, would you like me 
to read that back to you? That is page 17333, starting 
at line 19. 

A, Yes, it would be right at the end. Yes, I 
have it. | 

Q. I had asked you to consider the theory of 
the rate scheme that you are expounding in the light of 
the earnings picture shown by the railway figures that 
are reproduced in the judgment, a copy of which I left 
with you, and I invite your comment on that. 

A, I have looked at this. [It says, I think, 
a number of things. First, I think it does indicate 
that it is possible tan eae to vale estimations of 
what will happen to traffic. cust poerty, although no 
traffic figures are in here, sariag ae prices are 
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rates, and we are contemplating increasing them, So, 

we have the price variable or the rate variable, and we 
have also, of course, the revenue of products. So, quite 
clearly this implies some units of traffic that are 
anticipated or realized at different levels of prices. 

This is also done, I would Suggest, in terms of 
Some of the things we talked about yesterday on a rather 
broad basis. This may be an aggregation of a number of 
individual smaller analyses or studies. At least this 
was done; it was manageable, and it was done, 

This is one thing I get from this, I cannot 
say that, in direct answer to your question, however, 
that I did not consider this in my analysis: this 
particular table. I have not seen it before. We were 
Speaking, I think, of the figures I had introduced on 
page 10, in which I had roughly made an assumption of uni 
tarial elasticity, suggesting that if, for example, rate 
are increased by 10% then traffic would drop off by 10%, 
‘ase ag would come out about the same. 

I am impressed in this way with the data in 
here. For example, we go from 1951 to 1952, This is the 
first full table on page 27, to which you referred me [I 
believe, It would be a 9% increase in rates. Revenues 
are fairly stable, 24.3 in one year; 25.5 in the next. 

MR, FRAWLEY: Just for clarity's sake. Page 
27 -- to identify it, you are referring to the Judgment 
of the Transport Board in the 17% case? 

THE WITNESS: Yes, sir. 


MR. FRAWLEY: The second 17% case, 1958, 
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THE WITNESS: Yes. 

Another way of looking at this: I do not know 
what to make of these last two years, where the figures 
jumped up very rapidly. Not being conversant with the 
background, it might appear there was some change in 
classification, or something of the sort. I have my 
doubts that the 11% increase in 1957 would, by itself, 
occasion nearly a doubling of these revenues. 

So, taking this out of account, if we take the 
earlier years, starting from 1949, the average revenue is 
about 33.0 here, and we start with the level of 34.8. 

What I am trying to suggest is if this 
question you have directed to me is related to my 
assumptions, and the figures produced from those 
assumptions on page 10, that this would seem to confirm 
to me the assumption of unitarial elasticity, although, 
based on certainly no exhaustive study on my part, would 
seem to fit the bill for the data you have suggested here 

Q. vsust to recapitulate this, so far as 
traffic that is moving on rates which are above the 1784 
ratio, there is, in the theoretical basis of your scheme, 
an assumption, that there is a high degree of elasticity, 
and that the reduction of rates would result in a 
substantial expansion of that traffic? 

A, This is not an inherent part of the scheme, 
Simply looking at the United States picture, with what I 
consider the rather inadequate adjustment of high ‘railro 
rates, the motor carrier competition, it is my feeling 


that this traffic would be highly expandable. 


ol 


ie : ae < : 


a1 
| ; 
Leng? Ae N= ‘ee “ a 29), 


i ' 
ay 
5 


508: Pay ara. elite oe ilinex Yo ew DPE 
‘e a senna era onan eet om deal sanitd ‘te ae 


i 
ey 


sr 


eles wt oe Ineerevrigs Bated tou. NEbbaere xy om ts 
in uh A : 
‘an a tar / O98 at sxels t8eqceR i cia +p baworg ost 


aie * 


iy Nos Pa 4 tc ; 
La) A s ¥ — ° 
je) Ga eyed D.¢aoe edt to ge Udiemen, su .mlae ortiaee 


Vee 


ee | " wheat) Ye ,~bistow, TRL at saservomd. BLL ond vans Bid 


ns ¥ 


od 
fy d 
i = 


i ootieves opetews on? CUCL moxt RAETUPTS, , AtBSyY ob iaas 


7 


yk a ae asineves gaendy to. antidgob, s yishen noheme ath 
“OMY ghee uw Ti .temgdoas to, Jun. etna, sakiied go? 
= 


ove! od aittw 293s ow baa \exed 0, Eg fined fst Ns 
vif ee 


“Ba 
e500? soc? beovheta astwal? etd eal .en0 re qmwaRe 


, Malte 6? we iy tak 603 ,.0f ogeq at pao gaan ie 
,tatmde ie. ytfolser A-Siust iow to caolsqmpeas) esid oa. on} 
i 


m Py 


, IRS t paiyat aac sadw 
hey): vn af Betetey ul om oft batoerth erent BOY mine 
| 
4 
evivsaresixe on vinlateet mo beeed BE 
. 6 48. 
; 


2 
fa 


Bie . si2 "ol [itd oi{3 3£% od ary, 


} ¥ 0 
ii ; aed | 
, . BA Vv 2 ,alas ofalutigaee? oF ger vo efi’, le rhe 
| 6 
‘ . may A out? oy Oo fe i oh A éead at mo Bal Vom al san? pa ny © ¢ 
Zh Mes 
fs ome e © obeed (soltetoad? edd ad <8h. eraddd map is 
bod mt - ~ -d 
« Ata . ; “1 ae 7 att 
| ob tinged ‘bie 
. : 4 i is ‘ » ots? 


7 p ry, 


peactoe ott to ' o1eg desreniet es Jom at axa «a 


» Tie ie 


ie \3 Sasi site, ocurtok nda ‘bottats, ott dela 


w 


: a i” ¢U a meted 
per: a al te Samat etanpe ne 90 m | 
(9 ee cae ribs 


|: Oe 
“oe bhai wae b b - tte 
’ i aay : ; ‘ 


- 
y 


a 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. Roberts 9 CY,exX, 
TORONTO, ONTARIO 
(Cumming ) 17339 


We suggest in the traffic categories the 
railways are carrying only 284 of it, There is a large 
reservoir there that would be tapped and quite profitabl 
if the rates were reduced along the lines we are speaking 
of. 

Q. And, similarly, in the case of traffic 
moving at rates below the 139¢ ratio there is likewise a 
substantial degree of elasticity? 

A, No, I am not saying that, sir. 

Q. Well you say, Dr. Roberts, that only some 


of that traffic would be retained? 


A. Yes, f 

f 
Q. If the bottom rates are pulled up? f 
A, Yes. / 


Q. Does it not follow from that that thére is 
a high degree of elasticity? 

A, Well, of course some is a rather loose 
word. 

Q@. so is high, I suppose? 

A, Out of 1,000 units, one would be sound; 
600 would be sound. This is a sort of a catch-all. I am 
suggesting, really, that in terms of the hypothetical 
change we want to keep this in mind, too. If we take the 
178 that we have seized upon, which is largely illustrative 
on the basis of a not exhaustive consideration of the 
United States data -- but, it is useful for illustration 
and has given us a point of reference to talk about here 
~- the scheme, as you call it, would contemplate 


reduction of rates to 178. It would not contemplate -- 
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I want to make clear -=- the actual figures of these 


rates below this? as I have indicated on several 
occasions, the purpose of the analysis really here is 
to indicate “what if". 

So, with this in mind, I am saying here, with 
respect to the traffic presently bearing rates below 
average costs, some of those would be retained. I am 
suggesting, if you do not get too far away from the 178, 
and in a range of traffic where rates are presently abov 
average, the elasticity would probably not be very great. 
That is, given percentage reduction in rates would 
probably not occasion any substantial wiping out of the 
traffic, whereas I think in sectors below 139 one could 
concede that perhaps in this hypothetical case there 
would be a substantial wiping out of this traffic. But 
with what we have seen with respect to the rates, the 
traffic moving at rates above 178 -- between 139 and 178 
-- for our present purposes not much of this low-rated 
traffic is really necessary for the case. 

Q@. In any event, it is not, if I understand 
what you say, an essential of your scheme that lower- 
rated traffic be brought up? 

A, Well, it is not contemplated that this 
should be done. It is an essential of the scheme that 
the inquiry would be made; What would happen to the 
traffic in total -- all traffic including that presently 
moving at high rates and that presently moving at low 
rates -- if there were no discrimination. 
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to arrive at the proper maximum to be set? 

A, That is right. That is right, 

Q. That having been done, there is no 
necessity under your scheme for any rate action other 
than the imposition of the maximum and the bringing down 
of any rates in excess of that to that maximum level? 

A. That is right. 

Q. And that is the only rate action that 
would necessarily follow from the scheme? 

A. That is right, 

Q. I see, 

A. -eE wight append something there, From the 
scheme itself, as we are calling it, this does not take 
account of the possibility -- and I emphasize possibilit 
-- that there may be rates which, if the . railroads 
are to remain whole and to maximize their revenues with 
this qualification of an independently established 
ceiling, should perhaps be brought up in their own 
interests, but this would not be a regulatory function. 

Q. Yes, That is the point I was getting at. 
That is purely something for the railroad rate 
maker and the traffic men? 

A, First to detect such cases, if any, and 
secondly to do something about them, if they want to. 

Q. I see. Now, just a point of information 
or clarification on page 15, Dr. Roberts, in connection 
with your use of car-mile revenues which you rely upon 
in order to develop the application of this, You say: 


"While an imperfect indi¢ator for this purpose 
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some of the ambiguity in this measure can be 

reduced by stating the car-mile receipts for 

particular movements as a ratio of the average 
revenue for each distance im order to reflect 
the normal taper in rate scales and to 
neutralize the terminal factor". 

I just invite you to elaborate and to explain 
how this, the normal taper imrate scales, is reflected 
in these ratios and how terminal factors are 
neutralized? 

A, Well, basically what this says is -=- well, 
in terms of the distance faetor~- that it would be quite 
inappropriate to compare car-mile revenues of 100 mile 
haul and a 1,000 mile haul: that the cost functions 
themselves do not follow this forue Certainly, the 
importance of the terminal factors is another matter 
involved here. 

If you move a car 100 miles, you have what 
is for each shipment a constant kind of overhead charge 
against it; namely, the terminal work that is done. And 
then, you move that car in each 100 miles, quite clearly 
this constant terminal factor is going to bear more 
heavily on that kind of shipment than one that moves 
1,000 miles. 

For this reason, it is not appropriate to 
compare the casts te! revenues of hauls of substantially 
different distances. The comparison then, I pose and 
actually make, is to get the same sort of a norm by 


standard for each range of distance that you can compare 
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the caremile revenues yielded on certain erartia; 
specific carload of traffic, in terms of the norm or 
average for the country for that same distance, 

Q. I see. In other words, it is purely an 
attempt on your part -+ a proper attempt; I am not 
suggesting otherwise -~- of making sure your comparisons 
are like with like? 

A, That is right. I say this removes some 
of the ambiguity. It certainly does not remove all. 

Basic to this subject, I think, is the 
proposition that the car-mile costs and, there, the car 
costs will be about the same for all different car-miles 
of service performed, quite clearly there will be 
matters of varying traffic densities on parts of the 
system, and at this level of analysis it simply was not 
possible to deal with all these variations. 

Tis distance one is an important one, and 
perhaps the most important, and this can be dealt with 
in the way I have done. 

Q. On page 16, you say: 

"Th United States Official Territory revenue-~ 

cost ratios of 210 correlate rather closely 

with car-mile revenue ratios of around 140," 

A. Yes. 2 

Q. "Rather closely", Dr. Roberts? How 
closely? 

A, Well, I did not compute the co-efficient 
of correlation here. I plotted the two sets of data, 


and while it is necessary, I suppose, to deal in 
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relative terms; but there was rather a close following 
of @ regression line, suggesting that close clustering. 
there. Reading off from one axis, which shows the 
revenue out-of-pocket cost ratios, this leads you into 
a whole cluster of car-mile revenue ratios of 140. This 
is the general area of these, 

Q. Even though car-mile revenues may be high 
I suppose car-mile costs associated with those revenues 
might be similarly above the general line; similarly 
high; might they not? 

A, Well, this is true. 

However, as I pointed out yesterday, the range 
in these ratios is very, very broad, running from 
around 3 to well over 300, I would be surprised if the 
variation in car-mile costs would be anything of that 
magnitude, 

Q@. Why should there be any relationship at 
all between car-mile revenues and car-mile costs? Is 
there any tie between them? 

A, Well, a basic assumption here is that the 
car-mile is the fundamental unit of output, in a sense 
your producing capacity measured by car-miles, and 
that by and large each unit of this capacity output is 
going to vary, not substantially -- at least not within 
the range of the variation to car-mile revenues for 
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Q. Just another short point of information, 
At the bottom of page 17 in discussing the ail i 
figures that are referred to you point out: 

"The secondary concentration (17 cases) 

in mines products is, however, noteworthy, 

along with the virtual absence of repre- 

sentation among animals and forest products." 
"Noteworthy", what is the significance? Why do you 
make that comment? 

A. I am simply saying that we are talking 
about discrimination and this is a crude treet in the 
absence of better data to measure something about the 
kind of discrimination in Canadé@- One normally 
thinks of this as being at least -- sekcaietibaeewe on 
the high side being associated with relatively high 
grade products that are classified in the manufactures 
and miscellaneous class. One would expect, I think, 
to find this rather broad margin between the costs and 
rates, costs and revenues, in manufactures and mis- 
cellaneous. However, the rates on mire préducts 
from 100 pounds or tons ere rather generally low. z 
am simply suggesting even in the relatively low rates 
it can be associated with even lower costs per unit 
so that substantial amounts of discrimination can 
occur even with respect to relatively low rates. 

Q. Coming back to the scheme, your rate 
making proposal, I want to examine some of the con- 
sequences of it. The system, just to recapitulate 


for a moment, is one under which the rate structure has 
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a ceiling set in the manner that you have described; 
there is, I assume, a floor being out-of -pocket costs, 
and the area in between is left to the judgment of the 
wave making people in the railways? 

A. 2°Right 

Q. And those are the only limitations that 
you envisage? 

A. Tes . 

Q. Well, now, if we had a rate structure 
based on that scheme in Canada would that replace the 
Canadian Freight Classification? 

AM I do not know how to answer that. I 
do not see why it should replace the classification. 
There may be some classification in rates and ratings 
that would exceed the ceiling and that would have to be 
modified but I see no reason why this way of arriving 
at and publishing rates should be altered. 

Q. Well, would there be any necessity for 
‘a classification at all as far as it sets the maximum, 
the maximum being set under your scheme? 

A. Well, perhaps I do not see the same role 
for classification as you do. I regard it as a way, 

a technique for a company with very complex pricing 
problems, providing a rather simplified method of makin 
| this available. 

| Q. I have never heard of anything being 
accused of being simple. 

A. Well, it is a short cut, it is much 


more simple than if you had to get out a catelogue like 
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Sears,Roebuck does and have a specific price quoted for 
every conceivable service that you are offering to the 
public. In that case this would fill many rooms, I 
think you can see it is a short-cut device. It. issa 
complex one, sure, but it is the role I see for 
classification of weight to lump things together into 
general relationships that. are relative. Perhaps you 
might have paint and then perhaps some other kind of 
product, but for transportation purposes they are simila 
so we will put them in this pot and go from there. 

Q. If your system were operating what 
effect would it have on equalization of rates? 

A. I am not sure I can answer this. 

Q. I am talking about maximum, of eee 

A. I could not answer it specifically be- 
cause I do not know. No one knows if this test were 
employed what the appropriate level of rates would be. 
If any of the equalized rates were higher than the 
indicated ceiling they would clearly indicate they 
should be brought down. | It would appear to me also 
if none of the equalized rates were in this category 
it would have no effect on the position. 

Q. Would there be a different maximum for 
varying routes,your maximum as I understand it being 
a percentage above out-of-pocket cost? 

A. Well, this depends, I would suppose, on 
the refining that you want to give to it. If you 
regard the railways as a system, a sort of national 


institution serving the commerce of the country, it 
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would be quite appropriate to continue the System as a 
whole, On the other hand, if you think certain portion 
of it could be lopped off and say tnere was a section 
from A to B that stands by itself, it does not depend 
on bridge traffic from anywhere else, it just serves 
isolated special needs, this would be a different thing. 
But it may be a railroad between those points would be 
different. I think the latter point of view is un- 
realistic, one which would seem to me the only meaning- 
ful way in a nation that is faced with substantial 
amounts of trade. First, the railroad siskei: eas 
particularly here where you have transcontinental 

to serve the needs, you regard as a system which is all 
part of a package. I-would not suggest, then, that 

the ceilings based on this concept should be differen- 
tiated by routes or territories, 

Q. They would not be differentiated? 

A. Would not be. 

Q. Well, let us assume that we have movement 
from Toronto to Winnipeg and there is a number of ways 
of getting there by rail and there is a difference in 
mileage and one of the lines might be a far heavier 
density line than the other, and presumably the costs 
on that are higher. 

A. On the high density line? 

Q. On the low -- nae on the high density 
line, we will assume, and higher on the low density 
line, Now, which line is going to be the yardstick 


to set the maximum rate for the movement of a particular 
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2 commodity from point A to point B joined by these two 


3] lines? 
4 A, Which line is going to be the right 
‘5 determinant from the standpoint of any system, as far 


6 as efficiency I would suppose the rates would be established 


7 on the more efficient line. 

8 Q. And that would run through the operation 
9 of your scheme? 

10 A, Yes, but the application of the ceilings 
11 would not in contrast to other proposals, or, at least, 
12 other proposals that have: been made here, be alaced 

13 to charges or rates on one route versus another. In 
14 other words, what I am saying is, I am not sure I see 
15 the relativeness of the question for this particular 

16 concept. 

17 Q . Well, as I understand the situation 

18 the maximum rates are a percentage of the out-of- 


19 pocket cost? 


20 A. Yes. 

21 Q. Now, surely when you are thinking of the 
a maximum rate for the movement of a particular commodity 
23 it is related to the cost of handling that commodity 

24 from point A to point B? 

25 A. yes. Well, to go back to the illus- 

26 tration, the line with the highest costs -- it seems 

27 to me this is an academic question, if I may use such 
28 a horrible term. 

29 Q. Iama little frightened about being 

30 


academic. 
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A. It is an academic question. 
Quite clearly if the line with the highest cost is going 
to compete it is going to have to shade its rates on 
the basis of the cost of that lower cost carrier on 
the rates they establish. It seems to me the ceiling 
would not be a particularly ite aAE thing there. 

Q@. Ina rate structure based on this scheme 
would there be any place or any necessity for what we 
know here as the One and Ome-Third Rule, which I assume 
you have heard about? : 

A. I have heard about it- it has re do 
with “long and short haul discrimination, ~ 

THE CHAIRMAN: The Spokane principle. 

THE WITNESS : Yes. Well, no, I see none 
except to the extent that the intermediate, the highest 
intermediate rates, did exceed the ceiling, I suppose 
then it might have this kind of connéction. In 
this particular formula, percentage relationship is 
based upon some going level of. rates at intermediate 
points and they should be reduced, then it may logically 
follow that the specific relationship, the numbers 
employed in the formula, might need to be changed. 

Q. This could be an additional protection 
for the intermediate points operating within the con- 
text of your maximum freight rate regulations? 

A. yes, it could be, ee my conception 
of long ana short haul distPinination ‘ not necessarily 
the inflation of intermediate rates. | edih result 
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case, this would result in a lowering of some inter- 
mediate rates. 

Q. What I was trying to find out is, is 
the maximum that you set under your scheme the only 
maximum which you consider should be required or do 
you feel there should be other maxima imposed such as 
are imposed under the One and One-Third Rule? 

A. Well, I can only say this: we are 
dealing here, I think, basically with a truly valid 
economic concept. Administration is one other thing 
I think in any kind of guide lines. Harsh rigidity 
is no doubt a terrible mistake, and I certainly would 
not argue for a minute that in the first place, as I 
suggested yesterday, I am not sure we can come up with 
precise measurement. This figure of 178 is based 
on an analysis, and some kind of leeway may well be 
called for in this direction. I think also adminis- 
tratively some kind of leeway should be called for 
in special kinds of cases. Keeping in mind, the 
validity of this proposition that the goal of the 
regulators seems to me, and this is what I am essen 
tially arguing for, despite all the absence of illus- 

trations, I think that this ultimately should be the 
social test, that when people pay more than they pay 
according to this standard I am prescribing here, they 
in some way are paying too much. 

Now, keeping that in mind I certainly would 
not say you draw a harsh final line and just say that 


is it. Certainly there must be an administrative 
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flexibility of some kind in any kind of freight regula- 
tion. | 

Q. Now, turning to page 19,after summarizing 
the system you say: 

"The foregoing discussion has emphasized 

output-cost=-price relationships that would 

maintain under uniform pricing the financial 
support for the rail system achieved by 
discrimination. This support requirement 

is itself open to question," 

“Would you elaborate on that? What do you méan when you 
say the support requirement is open to question? 

A, Perhaps one way to say it would be to 
suggest that an object of public policy, I believe, is 
not to secure for railroads as business enterprises 
any particular relationship between total revenues 
and total costs. Perhaps it would be better in here 
to way this has some qualification to it, the pro- 
ceeding unless gauged in terms of how much of present 
traffic would have to be retained at what level of 
rates reflecting the associated average costs in order 
to produce some, not the same, revenues, because the 
total cost would be less with less traffic, but the 
same overhead that you have under discrimination. I 
am realizing that and saying it is not an end or a goal 
but the railway should be given every opportunity, of 
course, to make as much money as they can find within th 
limits of the system we are providing here. That is 


really the burden of this paragraph which, of course, i 
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2 elaborated on in the next paragraph. 

3 Q. Yes, in the next pavagtenh you say: 

4 "If a normal return is appropriately 

5 construed as that accorded under competition, 
6 there is no reason to have to ‘make up! 

7 anything on that portion of the company's 

8} business that is not subject to competitive 
9 pressures," 

10 Ay yes. 

11 Q. Well, now, how can that apply? How 


Ry. do you apply that proposition that is enunciated there 
13 to ais operation which is’ not completely free to carry 
14 on itp-activities but is obliged to. operate ‘subject to 
15 a maximum set of prices that it can charge for its 


16 product subject to obligations such as this obligation 


17 ) to maintain unremunerative services and the like? How 
18 does that square with those requirements? 

19 A, I think I have squared it with those 

20 requirements. I do not think any business enterprise 


should in general be required to render unremunerative 
services, but if it is required in the public interest 
then the question comes down as to who should pay for 
it. | What really this would come down to is this, if 
you have these kinds of burdens quite clearly the market 
is not going to support them at reasonable prices. For 
instance, in the steel industry. . If we say to the 
United States Greed | oF one of your manufacturers here -- 
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take this paper plant across the river; 4~/1§' we tell 
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institutions and we want them to give newsprint to all 
the newspapers in Canada or we want them to sell it 
for some nominal amount, and then send them out to 
compete with the world, we would be putting a millstone 
around their neck, How far would they get with 
United States competitors or any other competitors in 
the world by trying to set prices to cover the cost of 
providing free newsprint to the Canadian newspapers? 
That would be a terrible thing. I am simply using 
this illustratign to suggest that the market itself, 
people making purchases and sales decisions, will not 
pay prices that will do this unless there is some kind 
of latent or residual monopoly power. 

Now, how can this be financed if it is good 
public policy to provide newspapers with this low-cost 
or free newsprint? There are several ways. In the 
first place, you could have a protective tariff of 
such magnitude as to shut out any foreign competition, 
You could do a number of things there with other pur- 
chasers of the product, whether it is typing paper or 


whatever it is, to have them pay these prices. 
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Another question is, should the purchasers of paper 
products be the ones who should bear the burden of this 
social goal of providing free or very nominally priced 
newsprint for Canadian newspapers? I say nat. It seems 
to me {t is clear cut they giweid nots, if ther is such 
a social policy, and it may be good policy <-- I think, 
Professor Williams indicated the other day, or I will 
indicate -- there comes a times when economics does not 
determine this, These are basic political and social 
values that have to be determined. But, when you come, 
to this stage, you have to make these decisions on a 
political basis. 

I suspect I may have strayed a bit from the 
question, but not too completely. 

Q@. I just want to crystalize the idea, then: 
there are two essential companions to your scheme; one 
is complete freedom to the railways to abandon 
unremunerative services, or whatever may be necessary, 
in order to improve their earnings picture, and that is 
subject to the second one that in any area where for 
reasons of public policy, national interests, local 
requirement, or whatever it may be, they are obligated 
to carry on a service which they would otherwise not, 
and that must be borne by a subsidy of some sort? 

A, In a sense I would say this is a 
companion piece; it is part of the package. I am 
suggesting there should be more realistic, or, at least, 
ceilings derived by more valid concepts than are 


presently employed. Certainly, one of the purposes of 
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these ceilings is to prevent this incidence of the 
burden on these shippers from whom the costs of this 
kind of uneconomic activity can be exacted, 

Q. And you perhaps sum that up on page 23 
where you say "if investment in railway plant beyond 
the indicated level is regarded as socially desirable 
its support should be prowided by the economy generally 
and not by a limited group of producers and consumers," 

A, Yes, this is, I think, essentially the 
political decision, 

Q. And that proposition would apply both to 
past investment and to any future investment that may b 
made or may be required to be made, or required to be 
maintained if it is past, in any unremunerative service? 

A. I would think so, yes. In other words, 
it is a question, first, of supporting the past 
investment which you may or may not do, if all these 
handicaps will not support it, and there may be a 
question of the same kind of support for future 
investment: "we want to modernize the yard" =~ because 


there is not enough business to justify it -= but "we 
want a modernized yard", and there are two ways to get 
it, if we have the kind of situation we have described 
analogous to our paper manufacturer; either by 
assessing levels of charges which violate what I 


consider economic standards, or some other kind of 


public support. 


: ae ’ f. 
z a pes : 
By na Rite ; Pir Lyi ay ; 
“6 ae oe . td <a ive 

in a th 7 bac 

2 + a) 
x" i by: ade ‘Ye 480 oot ‘wt dost mrt onoqatde sand 


oo 
if) ot ers 5 ehtl 
i ; 


ae 

; 5 ; : y= - 7 ; 

Brak me aD) Sadenne od ane divide atmo treeter be 
| vw ba | 7 v 

> he ; a! we? ; ; 


7a 


U 2 4 
TS RSG bo qe dadt Mie eqattag Boe hod ie ‘hoa 
' i a - 
iis 
nu A 5 , «a " ‘ oe 
° | | bee Yad tente Yalan ot daeneovar TR" (28 we, 2a a 
“at 4 i BS ins “a | 5 
{ / 2 : - Py | 
ae a DL ast 7 e liu f “ar ® Fi evel betes? bat. ad 
bia ot Or 
(- | re ; rar eee al) a F 
5 t Ss teri vip idly : ‘2 } VG) a ' H od i MO oe tveqiey s a | 
f Cp 7s 7 0, ie . 
Mee Pie 
|" einige Rae eteos 2 betaall a yd voa 
| f - 
YVlieie e A J ,eey A Pa 
=" ; ; j* Mb § ee ' a 
j ,eolelLoek Te0ltiio@ . ae 
; “4 5 : > eo ae 
Beer — th tial 7 ‘a, an 
‘ H i a7 iv A+ : i 8 | SGSi: LATA & : ws 7 7 
Ai ; ; a) shy ri 
| er ' ‘ tee 
pe toad $7 cos of bas dnsedsevat tesq { 
' " ; © 4 
44 if ot Bettupes 6d yam ge ebes tg’ Ss 
¥, 
' fee 4 
i ‘on oF pecoayw vow ab ~vuar el of. 32 béntetabhem.- mi 
i ( : é a! 
| | | a 
heow 4 » AD one unl bivew I Jk ; i |. 


A 
‘ . ‘ 


ar 


cos 


| | aie 
; 7, 3 elt 2 "oO Vem sit t efor 1om2eevel ” . 


‘é ' 


It anthicgiue to dort? \oottabep » asa 
we que tom £f20 aqestinsd fet 


yea. Tey sir sain 5 of dpew ow" eaamtasvnt 
ns 


hee 


{ oo 
| uel ‘ ‘itian|, of geenkeud rasgeonde: Jon as’ ieee’ ‘ Mi 
; it 
j i “ : ‘ 7 n 
) ot eyew ow? s2e eawil See yee besitnrebonr @ eaey | 4 a 
Fae 1 e 
rz ‘ i mm) ‘ . 4 mM | 1" 
Lreaeb svad ow Noldon bata oft ered aw Lea it if 
; 
} 


me 6 eon: fe 4wepe ee thaem TSS a — a8 mh 
tT tow pie loty Aste zenxeds ol Blevel ¥ 


- 
hd Hetil upto aoe we “ ie ; 


a 
ad om 


Pe we) aes ote qque 


a nas vi 
a. 


an 


ANGUS, STONEHOUSE & CO. LTD. Roberts » CP,€X. oY fi oy f 


TORONTO, ONTARIO 
Maro 


2|  CROSS~BXAMINATION BY MR, MAURO: 


See 


J Q. Dr. Roberts, [I have only one or two 

4 questions as to the application of this scheme. I 

5 think there is general sgreement that the philosophy 

6 behind it, that one part of the economy should not be 
7 asked to bear the disproportionate share of the burden 
8 of providing transportation facilities, under the 

9 rationale of this scheme, as j understand it, is that 
10 the costs of the carrier will be more closely examined, 
11 that as a result of this examination a fully 

12 distributed level will be determined in dollars and a 
13 percentage above this will be determined as the new 

14 ceiling or maximum? 

15 A, Yes, although we have related it, in our 
16 discussions here, to out-of-pocket costs which I think 
17 is more appropriate. 


Q. Yes. Does this contemplate that all 
carriers in Canada will now come under strict 
regulation and have their rates fixed by a cost level 
on out-of-pocket? 

A, You mean the non-rail carriers? 

Q. Yes. 

A, No -- well, I have not gone into this, 
as you know, and I have not thought of it in these 
terms, but I certainly would be the last one to come 
here and advocate a close control of the trucking 
industry in Canada. I would not dare after my record 


in the United States. 


Q. For example, there is a movement from 
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Winnipeg to Portage la Prairie, a town 45 miles west of 
Winnipeg, and from the economic standpoint trucking is 
the best means of shipment; we will assume that the mos 
efficient way for the economy is to have that traffic 
moved by trucks. The railways have their costs 
established, and their rate comes out to $1.00 a 
hundred pounds on a particular commodity to Portage la 
Prairie, As a matter of fact, the truck costs are 80¢ 
-- they could go the same service for 80¢, What I am 
worried about under your scheme is that the unregulated 
carrier will use the rail costs as an aunieanstie and we 
will not obtain the best allocation? 

A, JI think this is inevitable, To get back 
to your first question, I think this depends entirely 
upon how seriously you regard this problem, If this is 
in any way-a representative case, I would suppose that 
you would want to give consideration to doing something 
about it. If it is isolated, then I think there is the 
social question, "do we want to suffer all the pains 
that go with establishing a system of control like 
this for rather nominal advantages?" 

Q. Whether we want to establish the 
controls on other carriers? 

A, Yes, to put a complete system of 
controls on trucking in order to mitigate occasional 
difficulties; but, certainly, I think in the United 
States this has not been our problem. We have not 
been concerned with motor carrier rates being too 


high, This has been a very minor part of the 
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regulation of motor transportation, It has been the 
other way, as much of our regulation has been in 
recent years. It could conceivably be a problem here, 
If it is, I am not aware of it, If it is, you will 
have to consider it. 

Q. It would have to apply also to Great 
Lakes shipments? 

Be W268. 

Q. Because they would come under the 
umbrella... Tt is my opinion, Dr. Roberts, under this 
Scheme the low cost carrier would not reflect his 
lower costs to the degree it should be possible because 
he would use these higher wail rates as the umbrell&2‘ 

A, I think we are getting into a different 
Question, Mr, Mauro. In other words, the alternative, 
it seems to me, that would serve the interests that 
you are suggesting would be far closer control so that 
you do not have a ceiling established to pass some 
economic test, but a ceiling that is specifically 
related in each case to the relative costs of alternati 

modes, and this kind of discrepancy you are speaking of 
could not arise, But I think this is a kind of control 
neither you or I would want, 

Q. I definitely would not, and I am 
wondering whether the type of control we want is not 
a control of minimum rates, In other words, I am 
suggesting, for example, the alleged injustice that was 
represented by that exhibit in the 17% case. 


Se ts 


. Wash 


; mt qeners ‘otom, sake 


* 7 . 
ra ’ 


ge onod “a ah 


i ‘ y; ‘a hued 12 HN teeta’ S10 7. (orem eat 


uy 


_— 
ow | 


a 


i | oo 14 & o@ 5 -Gevtesaos blame #2 cae ends 
>" ~“_ 

oa imy Sh EAE 0h Yo oun aon we I yl SE-27 
ye 
,2£ asebteaos oF ove 
y vm 

| yar 
Seech of coffe Yiqges of eved bimew Ir 6 - : i 


*y 


+? 
p 
‘ 


ee — 


i) a ae Lee ‘etonmg tle ee 


~ 
‘ 
i i 


jvas 


* 
i 
Mie *t / tm twow.. sRuBord §,p ts 
4 ela? teba: ; G.. fartqo ya at FT 
y oT 
! 
r* b f eae onen 03 - ~ * y, 
Lee & a biyow «elt4@o %eon0 Mo bv bmsadoe ie, 


ai i | ; 
ssuised sidtaecq od blooms 3: soayeh edeOe ataon ntwos! i 
Uilprdms odd 6H sever (ist vendgid ened? sew bigow af 
MGS io & ofall aris iou is sw AaLAT J JA ee 
rrigryes!s 288 .4erer wedse al JoTteanl von aveeig as 


‘ ’ 
i 
ee eee 
qi 


{ ' 
A 
| ist) asceungiat off ovree bluow tad’ (9m of Saese alt 
t 
ie : | 
ics ie r Cy Tar ¢ > Be yes cP eames: ewes gf 
vOss B 1at3eo0 Te 8 Yi OW FB + O9any he € 7 £903 ‘ 
: x 7 a 
2 i dws ate 4 ss “ a | 
eMmos efnq of Hefaiicdsiass gatiles s evan goa ob “| q 
Yilssliloeqe ei Jsdd yatilteo s Jag .gasi ésnonede ‘ 
olin / 
+ ie aa 
wy Leé é regis 7 lant Vrsel wi? ov E.l.o fesse al aca 


SLAG 9G 15 woY Yousdsteath Go Salt ald? Sra- contin | 


re oe - 
foxtnes to bald 8 ef ated anid 2 tee ysatus Son binoo ae ‘ 


wed 7 i 


r , dnew biuow Z 0. WON, nerttten ae 2 


See. —_ or 
~ 
. 
. 
a 
a 
4 
, 


ue Yt boe . #60 Digow eietiakt 3 7 7 


jon ei taew ew f oTtAOS Yo egy? sd? stocky enti — 
ye I ,ébtow ee nee <eeter smuntn ‘so ‘Sons 


- 7 cee hd 
ase esi sotteutat poabih _ 


as 


ANGUS, STONEHOUSE & CO. LTD. Roberts, cr,@xX, 


TORONTO, ONTARIO (Mauro) 17360 


Q. Where you saw what was going to happen 
after the 17% judgment and how they expected to get 
this money: 75% of the increase from 32% of the traffic 
which resulted because certain traffic was not going to 
bear its proportion of the increased cost, either 
because it was unable or because of agreements that 
were in effect and could not be changed immediately. 

A. ' Yes; 

Q. if, in fact, all of the competitive 
traffic including agreed charges and rad Wat rates 
could have taken a proportion of their increase, then 
the captive traffic would have taken a lesser increase, 

A, That is true, 

Q. And perhaps its proper share of increased 
costs? 

Ajo Yes. 

Q. Therefore, I am suggesting to you, that 
perhaps the avenue that should be investigated -- and I 
would like your comments on it -- is minimum rate 
control -- more cost-oriented minimum control so as to 
see that the railways are not under-pricing themselves 
which results in this burden being cast on other 
traffic? 

A, Again, if this is a problem, if there is 
any basis for feeling the railway services are under- 
priced, in a sense it is their business and in a sense 
it is not. It depends what they do besides under-price 
the services. If they under-price some and €hen axpect 


certain shipper groups to pay the penalty, that is one 
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thing. If they want to pay the penalty for their own mis 
stakes, that is something else, What we are suggesting 
here is that there is then an effort to pass the 

penalty of mistakes along. I do not see in the case you 
have mentioned, however, that minimum rate control is 
the answer, if, as you suggest, the market circumstances 
are such that a higher rate would not be a better rate, 
but a less desirable rate, 

Q. Well, I am suggesting, now that we have 
the techniques better developed for costing, and some 
administrative tribunals to periodically check the 
basic cost to the railways of moving traffic, we would 
be in the position then when time for increases due to 
inflationary pressures or otherwise came about, that we 
could then investigate whether or not certain traffic 
should be shed by the railways. 

A. Yes. 

Q@. When, whether due to managerial decision 
or otherwise, the railways may say, “we will go along 
with it". 

A, I hesitate to speak to the subject of 
minimum rate control because it is not the subject of 
my brief, but to the extent it is associated with what 
is the subject of my brief there is this connection you 
have pointed out, and I would suggest that whatever is 
needed, so long as there are these social overtones, 
whatever is needed for preventing what I have called, 
and as I indicated in the first part of my statement here 


these gratuitously low rates are an abberation in sensiblle 
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discrimination. They put undue burdens elsewhere, The 
most extreme case of these such rates are those that are 
below cost, but when we are at the low margins even rate 
above cost may be offensive in this respect, and I think 
it certainly is important to assure, not with perfection 
~- our paper manufacturer over here is not pricing his 
product perfectly, I would say, nor does U.S. Steel; we 
do not get perfection, generally -= and we want 
reasonably tolerable results, and certainly substantial 
blocks of traffic moving at low cost from the social 
standpoint as well does not reflect that, because it 
does have these overtones or implications for the whole 
economy. 

Q. I was not clear in your discussion with 
my learned friend, Mr. Cumming, as to, under your scheme, 
what would replace the present requirements formula? 

A, The requirements formula is where rate 
adjustments will be made to give a given volume ~--- 

Q,. A permissivie level of earnings. 

MR, FRAWLEY: Instead of a rate of return on a 
rate base. 

THE WITNESS: Taking actual dollars? 

MR, MAURO: Q. The C.P.R. is the yardstick 
road in Canada, meaning it is their requirements which 
set the permissive level of earnings, and they are 
permitted something in the neighbourhood of $54 million 
to meet their operating expenses and pay a dividend etc, 
What would replace this under this scheme? 


A, This requirement, I would have to say, 


edi 


yay ont prodiss ies secre ‘outa: fag wed? 
‘ae a Aes i™ 
oat we tmait oatiine ous acter owe wunds to 9849 . ia 


(Mois 

: s2as~ ssvo vulpes wol od? #8 e%8 On were tod tions 

hy oe.) on 

2 | ‘dnnda ir bets ,Sosqasy ated ‘at ovtene?te a i anal toe trode 
. i . i 

Be as caiw gon .exmeas of t s2woeped az ‘euabkdunteal : 

iat | > lene 

ib bta @etotys vem el ots Tewo we di gntenan “‘womaq: 0 = J 

‘ ; a) 

: . ow fest? (&.U geoh' toc .¥sae bine tk (xtbowtued 9 outbor io 

i mor 

i * 

q | idaw aw oat -- yifsiseasa)aolinetuag 393 tou ob ie 
' : | 

; i : 

, 


fardnsyadws el Wioo bas ,evigaet otdacetod yidsmdeses Bi: 


oi oan 
Lat oo . itt #800 wol ta grivem ofTies? Io ae 


. ie 


Ee : it eauened . os solte< Jon so0b Iish es Intogbuade “ 
| 
Ww Sfiv tol enc ni to asoodvasvo seed? svar esot fe 
. 
i 
' 
{ 
| 
' 
. 


{> J Pet Me aS » 1 7 
, Bf1s + GwoY sajyn 3 a) af » > ee Dlx 4 oe Ley” bearsel oni 
7 Vie 


‘simaio™ atnsamertupsd Jaseesrq sc? eotiqes Sis6n tece a i 


i 2 ; ty i ~> BTR A yl ‘| A 2 
. v 
} ; trir3 on : et ent YS WANT rut 
‘ ' 


| Noryeh tev act ec a. 9.29 eat: / 32 osm Pb " 
| 
' donde otoomeniupes cheek 32 re nb 


$e yod) ‘fas .2euterzee ‘to fevel hs aad | 


mittihy #24. %¢ boosmwogagkion sit at Yk) oe Bd 
pe com me 
i 


ovo DRebiv2b 2 ye bm naoenate er a 3 


* ag oroe anda» sonny: 


Ae 7) net) a 


"ANGUS, STONEHOUSE & CO. LTD. Roberts, cr.ex, 


5 TORONTO, ONTARIO (Mauro) 17363 


2 would be eliminated, which would work both ways. ‘| 

3 Instead of $54 million it may be $50 million or it may 
4 be $60 million, which would seem to me appropriate so 

e.: long as the rates are not excessive along the lines that 
6 we talked about, In other words, I think then the 

7 railways should be able to go into the market place and 
8 do what they can with their competitors, The more 

9 efficiently they run their business, it is more apt to 
10 be $60 million than $54 million; the better they price 
11 their services, it is more apt to be $60 million than 

12 $54 million. The worse they do, it is more apt to be 

13 $50 million, obviously. 

14 Q. The present requirements formula would 

15 be eliminated and the regulatory body would from then 

16 on simply check individual groups of rates or individual 
17 rates to see that they are not above this ceiling? 

A, As far as I can think, There are some 
minimum standards that require regulatory action upon 
complaint. Gertainiy, this would be part of the job. 
Well, I think it would do what any regulatory body 
Should do «= talk about rate ceilings. It s@ems to me 
this is the normal, appropriate function of regulation. 
Bascially, it comes down to something like this: if 
this is no problem, if there is no purpose in this kind 
of control, then I think the whole question of regulati 
is suspect. 

Q. It is just that this is somewhat novel, 
that this regulatory agency will no longer control the 


actual dollars that Canadians are permitted to pay or 
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that the carrier is permitted to earn for their 
transportation facilities, 


THE CHAIRMAN: But would still be a 


policeman? 

THE WITNESS; The regulatory agemdy would be 
a policeman; that is certainly true, This, as I was 
really saying yesterday, is my seneneetcn of what a 
regulatory agency should be -- not a hand-holder. 

MR, SINCLAIR: You haye not been here on a 
general revenue case, 

MR, MAURO: Q, Finally, one more point, Dr. 
Roberts. Under the scheme you have proposed, as we 
interpret it, the trailwhys ‘ould *base their out-of- 
pocket costs on an unrealistic minimum weight; it would 
have a maximum normal weight, which would then be 178% 
of that? 

A. . Just for illustrative purposes, yes. 

Q, The railways come in and say, here are the 
out-of=pocket costs based -=- on my argument -- on an 
unrealistic minimum when the stated rate now is 178% of 
that? 

A, Yes. 

Q. But a shipper who is not able €o attain 
that minimum weight would find his effectiveirate mach 
different. For example, assuming that the normal 
commercial shipment of a commodity is KX. MPipounds, 
the out-of-pocket costs based on that weight is $l a 
een but the out-of-pocket costs based on @ 


60,000 pound shipment is 80¢ a hundred-weight. Therefore, 
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the maximum rate is 178% of 80¢ a hundred weight or, 


$1.42 -- assuming my arithmetic is right? 


Q. So, the minimum charge per car is 60,000 
pounds at $1.42 a hundred, or $752. 

As. Yes. 

Q. The shipper who loads only 30,000 pounds 
would find his effective rate was $2.82 a hundred pounds 
because he cannot meet the minimum weight that the 
railways have based their rate upon? 

AS Yes’. 

Q@, And yet, the theoretical maximum was $1.78? 

A, I think, again, you have to kind of 
generalize this. If the commercial minimum has any real 
economic validity, if the bulk of transactions are in 
these terms, it seems it would be appropriate to couch 
the rate ceiling in these terms. 

Q@. This is my point, though: are you not face 
with the Board of Transport Commissioners or some 
regulatory agency coming im and policing it by setting 
minimums -- setting these regulations? In other words, 
I find -- and I am very sincerely discussing this with 
you -- that under your scheme unless we hedge it as 
closely as we have hedged our present system, the 
railways can make it ineffective by just determining 
how they want to base their out-of-pocket costs? 

A, Well, as I said, I am rather drawn in, 
and I can see the basis in it. In @ discussion on 


minimum rates I certainly would not have suggested the 
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2 elimination of the minimum rate requirement, and I take 
3 it you are suggesting this would require an elaboration 
4 or an extension of the kinds of controls over minima 

5 which now exist, so that you can get out under above 

6 out-of-pocket costs and put a flom@ under the rates. 

7 Q. Yes; we discussed my philosophy 

8 concerning the need for a more accurate story on 

9 minimum rates, but we are now into your scheme and I am 
10 suggesting under your scheme we are going to have to 


11 have additional controls to police how these out-of- 


12 pocket costs are being determined, and on what weight 
13 levels they are being determined? 

14 A, I think this gets back to something I 
15 said the other day: it depends upon the position you 


16 are talking about, If you are talking about every 
17 single carload that is ever moved, that the rate is 


18 going to have a ceiling precisely related to the out- 


19 of-pocket cost of that particular carload, even 

* 20 measured on a long run basis, then you have got one 
21 kind of control, and I suggest a complex and completely 
22 unmanageable kind of control. To the extent you 


23 generalize it, then these kinds of problems you suggest 


24 become less and less important. It is a question of 

25 administration and how much detail. But even with the 
26 proper generalization, at least there is this 

27 advantage of shooting at the right target. I know of 
28 no case of people coming close to the mark by shooting > 


29] another target simply because it is easier to hit than 


30 the right target. If we have a target on this side of 
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the room and another one on this side of the room, and 
there are all sorts of barricades in front of this 
target so that it is extremely difficult to hit, I am 
an awful lot better off and more apt to hit it if I 
shoot at that target, and this, I think, under present 
maximum rate control is what we are doing -- shooting 
at the wrong target. In other words, we have no 
standards. 


--- A short recess --- 
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(McDonald ) 


THE CHAIRMAN: Order, please. Mr.McDonald? 


CROSS-EXAMINATION BY MR, McDONALD: 

Q. Dr. Roberts, I have a few questions, 
just to clarify some points in your brief that I 
would like to deal with. 

First, on page 3, paragraph 2, you state: 

"Higher than average rates are unjustified 

if they exceed amounts dictated by the output 

and unit cost that would be associated with 
non-discriminatory rates.’ 
How can you@fine the ceiling that would be dictated 
by the output and unit costs? 

A. Well, by the "what if" process that I 
have talked about and described, which really involves 
anticipations of what if you had uniform prices and 
had no determination, what would be the level of out- 
put, and then in view of the cost guerackeristion of 
railroads, these railroads might establish unit costs. 
This involves, as I say, anticipations. 

Q. yes. 

A. But the kinds of anticipationsare the 
anticipations that business men have to make all the 
time in pricing decisions. We have to ask, whether 
it is steel, railroads, paper, what is going to happen 
to our market if we raise our price; if we lower our 
price, how many units will we be able to sell at those 
prices, and what would be the cost of those units? 


It is that kind of inquiry. 
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Q. Well, then, it is all right at the end of 
the year, you know what your output has been and what 
your bemoan been, and you find out what the unit 
costs are, But, when you are looking ahead, you have 
to estimate the output? 

A. Right. 

Ds On ocala latter part of the second 
paragraph: 

"Since different services are not 

homogeneous but incur varying direct 

(or out-of-pocket ) costs, discrimination 

is not eliminated by uniform charges per 

unit of output, but by a uniform relation- 

ship between prices and direct costs (or 

a uniformprcentage 'mark-up')." 

Do you mean to say that to remove discrimination the 
rates for all traffic should be at a uniform percentage 
mark-up over the direct cost of moving traffic? 

A. I am saying that in terms of economic 
theory -- this is the business of discrimination -- 
if you have a uniform relationship petween the specific 
costs of providing output and the price charged for it 
for this ratio isnot an equality for all kinds of out- 
put, then there is discrimination, yes. 

Q. If it is not an equality for all kinds 
of output, then there is discrimination? 

A. There is discrimination, right. We do 
not suggest, as in the case yesterday, we would eliminate 


discrimination by having the sme rate per hundredweight 
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for lampshades as for coal, 

Q. Carrying the matter of this discrimina- 
- tion to an extreme, suppose the railways said, we will 
carry all traffic at, say, two cents per ton mile, 
whatever it may be --- 

A. Yes? 

Q. Which you say is lower than the truck 
costs? 

A. yes. 

Q. There would be no discrimination, but 
you would admit to me some traffic would not be able 
to move at two cents per ton mile? 

A. Right, this is true, It also would 
mean there would be discrimination. If you have -- 
yes, that is what I am saying here. If you cRarged all 
traffic two cents per ton milefor coal and lampshades, 
assuming any coal moves; this would be a discrimination 
price. 

Q. That would be a discrimination price, 
Why? 

A, Because the margin between the two cents 
per ton mile and the cost of producing a ton mile of 
coal loaded in cars at, say, 120,000 pounds, versus 
lampshades loaded to what -- I do not know -- perhaps 
ten -- would be quite different. The same price and 
different costs gives you discrimination the same way 
as if you have the same costs and different prices. 

Q. yes, Then, on page 5 in the last sen- 
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"All rates above 2.27 cents violate the 
sasic rationale of this pricing system by 
assessing an unjustified burden of support 
since shippers paying more than this 

amount would be better off without dise-~: ° 
crimination," 

If all rates above 2.27 cents were reduced to that 
figure, where would the railWays recoup themselves 
for the loss of revenue? 

A. This is a question I dealt with in some 
detail, but rather crudely, to be sure, in connection 
with anticipations about the United States situation. 
And I mentioned yesterday that net revenues are a 
function of several variables: price, volume, and 

in unit cost, and that there is more than one combina- 
tion of the two basic variables, price and volume, or 
all three of them, that will give a given amount of 
net revenue, 

I think the point that perhaps has not been 
emphasized enough here is the relatively lower per- 
centage of fixed costs that obtains under present-day 
conditions than probably was true some years ago. 

In other words, if all costs were constant 
and there was no variation in output, then the effect 
of unit costs and of revenues from a given reduction in 
traffic would be very sharp. If all costs were 
variable, on the other hand, there would be no 

real occasion for discrimination in the terms we are 


talking about here. As I mentioned yesterday, some 
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pack haul discrimination in connection with joint 


' costs might be associated =-- I think this is one part 


of the answer, Mr. McDonald -- that different combina- 
tions of output, costs, unit costs and Lees can also 
ates -- well, to go back to our example, in the 
first place we need to produce $1 million of revenue; 
under the second case we do not need tos we need to 
produce $680,000 of revenue because of the fact that 
some of the costs will disappear with the assumed or 
hypothetical "what if" reduction in traffic. 

Q. Yes. Aren't you assuming <= oh, yes, 


you are dealing here first, under discrimination, 


and without discrimination? 


A. Yes. The second part of my answer 
would be that if the $680,000 from the $1,000, 000, 
let us say, in the first case, can be achieved only 
by assessing what can be identified, assuming it can 
be identified, what can be identified as excessive 
rates for some kinds of shippers, then there is no 
compelling reason why the $1 million has to be realized 

The $1 million could be reduced by, as has 
been suggested, siuffing off plant costs which contribute 
more to cost than to revenues, and sluffing off traffic 
costs, which contribute more to cost than to revenues. 
This would be one way to a babe it. 

If we want to retain the $1 million, if 
for some reason we want this size of rail plant, the 
question arises whether td people paying more than 


2.27 cents should bear he burden of it or if for 
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some more social purpose, whether it should be paid by 
society as a whole. In the latter case, it is the 
ugly word "subsidy". 

Q. And, over to page 9, what $eEIeD would 
you contemplate the railway would take in a situation 

at 
where in order to meet active competition they could 
obtain the traffic at 200 per cent out-of-pocket costs; 
under your scheme would they be required to reduce the 
rate to 178 per cent of out-of-pocket, in spite.of — 
the fact that they could obtain the traffic in com- 
petition at 200 per cent? 

A. This is the logical implication of this 
proposition, that even though there is competition, the 
shippers could and would have lower rates by railroad 
without railroad discrimination, Aside from the 
competition -- even with the competition, this would 
still be true. If there were no discrimination on 
the railroads and uniform pricing prevailed, by defini- 

tion in our illustration, we are saying the rate would . 
be 178 nia nes would be paying average costs and 
they would be paying 178 cents. BE. The mere fact 
that truck costs are bs alin or 10 cents or pack train 
1s 20 cents, certainly would not influence the logic 
of the system of the ceilings. 

Qe The next question is, if the requirement 
of your proposal is that the rates must be set at 178 
per cent of out of pocket, would the railway not he 
ae Sees lower than necessary to meet competition? 


A. Well, this ts is true, certainly in economic 
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terms, yet I do not think ~~ this is a legal phrase 
that is of very grest significance in our country in 


terms of regulation, and certainly from the standpoint 


of management decisions, also, is of very great impor- 


tance. If you can get the traffic at $2-—- get some 


given bundle of it from @ pri 2Le enterprise standpoint «. 


charging 1.78 obviously is not good business. 


get the traffic at $3 per ton, or whatever the unit was, 
and make even more money. Kay not charge $3 a ton? 
Now, you have introduced the competitive 
case and you are saying here it coule not. But what 
about the case -- weli, 1 4 not supposed to be asking 
the questions. 
Q. Mine is a eompetitive case; you can 
meet the traffic and get rates at 200 per sent above 


your out-of-pocket costs’ 


fuse 


assuming that our 
the logic of the rate ceiling: hat we are talking about, 
if the railroads did not discriminate the average unit 
cost and there were no discrimination, iniform pricing, 
average unit costs which everyone would pay would be 
$1.78. And this, as I think we have said, Or 46 a 
proposition I advanced as am assertion, pernaps, when 


we are permitting 4 public ubility type enterprise or 


a business affecting public interes) oF 2 regulated 
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industry to discriminate, it seems to me it is to 

serve some social purpose beyond those private managemen 
purposes. And the social purpose is to benefit every- 
body, and, as I have reiterated, everybody, including 
those paying higher rates. In other words, the people 
paying $2, even though the truck cost is higher than 
that, are not benefitted by discrimination if they 

are paying $2 instead of $1.78. They are worse off. 

Q. Your basis for that is ahs economics 
or private enterprise or anything like that, or common 
ordinary business judgment, You say it is fora 
social benefit that this should be a maximum? 

A. What I am saying is chat discrimination 
as a pricing institution in a regulated industry 
requires social rationale. We recognize this. You 
have rate ceilings; we have rate ceilings. We have 
said quite clearly in our law, and in yours, "the 
sky is not the limit". 

We have said, this is the only purpose of 
rate ceilings. And I am sure the Canadian National 
and Canadian Pacific have been confronted with this. 

So you can charge higher rates and make more money; 
we are not going to let you do it. 

This is an integral part of transport control. 
But what we are talking about here is where this level 
should be. 

I am trying to say that the idea of saying to 
a private business management, you cannot charge this 


much, is not revolutionary; is not new with me. This 
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is an integral part of our regulatory philosophy. 

Q. Yes, Well, we have the class rates in 
Canada, which is the upper limit permissible. 

COMMISSIONER GOBEIL: Dr. Roberts, do you 
suspect that there might be cases like the one mentioned 
by Mr. McDonald, where it is 200 per cent, will have 
to be reduced to 178 per cent, and that in such a case 
do you visualize that might be that the trucks are 
driven out of business for those certain commodities? 

THE WITNESS: This may well be, yes. To 
answer your question, this may well happen. 

COMMISSIONER GOBEIL: Yes, thank you, 

MR, McDONALD: Q. Then, when you refer to 
out-of-pocket costs, in the first place I think you 
have touched on this -=- do you mean average out-of- 
pocket costs or the out-of-pocket costs for a pare 
ticular commodity, varied in the way in which it is 


handled? 
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A, Since Dr. Williams got involved in this 
the other day I was hoping we could escape it but I will 
be happy to deal with it again. There is, as we all 
know, @ great deal of ambiguity in the meanings of 
these costs. By out-of-pocket I would simply mean the 
average variable costs associated with a given block of 
traffic. For instance, if you are dealing in a pricing 
decision or a pricing situation where if you quote one 
rate or a specific rate you get 1,000 more units of 
traffic then I would say the out-of-pocket costs 
associated with those is the total cost, total 
additional cost that would be incurred by carrying the 
1,000 units. If you want to put it on a per unit basis, 
divide by 1,000, 

Q. Do you use the term "out-of-pocket costs" 
as synonomous with variable cost? 

A, It is a distinction I implied. Variable 
costs,I think, the way I would use it here, my 
definition would say that out-of-pocket costs is the 
average variable costs of a specific block of traffic. 
In the sense I would agree, yes, that I am talking 
about variable costs, 

Q. Then, do you know anything about cost 
studies that were made by the two railroads in regard 
to the handling of grain to export positions? 

A, No, sir, I do not, 

Q. Well, for your information the cost 
study of the Canadian National handling grain in 1958 


showed the variable cost to be .776 per ton mile and 
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1 
2 fully distributed costs to be 1.07 cents per ton mile, 
3 Now, if you applied your suggested level of rates, 
4 namely 178% of out-of-pocket or variable costs, you 
5 would come up with a rate of 1.37 cents per ton mile. 
6 ee oe 
7 Q. I might just say that the Canadian 
8 National revenue that year was .49 cents per ton mile, 
9 A, I have heard something about this, 
10 Q. On page 16, referring to your table, it 
11 appears from the table that the degree of upward 
12 discrimination which you speak of there is more 
13 pronounced in Quebec and Ontario than in some of the 
14 other provinces, Then, at the bottom of page 17, some 
15 explanation is given of the provincial concentration 
16 particularly in Quebec and Ontario, It does not 
17 suggest that the upward discrimination you are speaking 
18 of is actually more pronounced in Alberta than elsewher 
19 in Canada? 
20 A, No, it does not, 
21 Q. Then, dealing further on page 16, while 
22 we are here I might say I want to refer to pages 28 and 
23 29 also where you give appendix II Waybill Sample Traffilc 
24 with car-—mile revenue ratios for 200. I would like you 
25 to take a look at page 28 at copper ore and concentrates, 
26 Quebec to Quebec which gives a car-mile revenue of 
27 $2.33? 
28 A, Yes, I, have it. 
29 Q@. Then, if you go over to page, 29 again 
30 about ten lines from the top you have copper ingot and 


pig, Quebec to Quebec, $2.15. Both those rates are in 
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excess of 200? 


Q. Have you any particulars of any of the 
movements here? 

A, No, this came directly from the waybill 
sample. I did not attempt to study them on any on+the-gcene 
basis. 

Q. You did not go into the question of the 
weight per car and that would be a factor which would 


have to be taken into consideration? 


Q. The weight per car? 

A, The weight per car is one of the factors 
along with --- 

Q. The number of units in the car goes along 
to determine the car-mile revenues but you did not refe 
CO =--- } 

A. I did not distinguish between whether or 
not the relatively high ratio was a function of a high 
price per ton mile or a mil@ price per ton mile and hig 
loading or any combination of those things. 

Q. So, to get the complete picture one would 
have to go into that to find out whether it was high 
loading, that is heavy weight, whether they were 
carrying 70 or 20 tons which would make a big differenca, 
would it not? 

A, I do not think so, Lf we can say that th 
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movement of a car-mile is a pasic ¢ost incurring factor 
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car will be loaded to a certain amount, a certain amoun 
of hundred of pounds at a certain price. Then we have 
to have high car-mile revenues either from relatively 
high rate per ton mile, well, very high rate per ton 
mile and not so many tons were going it could be their 
relatively low price to a lot of weight units loaded 
in the car, In each case, however, the cost involved 
in handling the car-mile --- certainly if we take it 
between two points, a 200 mile shipment between the 
same"O"and the same "D" we have a car-mile revenue of, 
let us say, $2.50 in one case and $1.50 in the other. 
Now, the car-mile revenue on $2.50 may arise because 
we have a rate per ton mile on 3¢ -- I am not producing 
exact figures -- a ton mile rate of 3¢ and relatively 
low loading, let us say 20,900 pounds. We could have 
the $2.50 revenue per car-mile because we have a rate 
of 1¢ per ton mile but we load 120,000 pounds into it. 
The cost per ton mile is going to be lower in the case 
of -the loading to 120,000 pounds than the loading to 
the 20,000 pounds. In other words, it is my belief -- 
to answer your question directly -- it is my belief tha 
the weight factor is taken into explicit account for 
present purposes through the fact that I have mentioned 
that the car-mile revenues are a combination of these 
two variables, 

Q. Yes, dealing with these two items on 
pages 28 and 29, copper ore and concentrates and the 
copper ingot and pig, if you take the mileage on page 


28 of 181 miles and anybody who knows Quebec would know 
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where they were coming from, from those mines at 
Chibougamu about 180 miles north of Noranda where the 
smelter is, Coming to the copper ore and pig, 572 
miles, that is from the smelter to the refinery. Now, 
it is a well known fact that this is one of our largest 
mining companies in Canada, a big smelter and refinery 
and yet you say its rates are suspect because they are 
over 200. 

A, Well, I am simply saying that these, on 
the basis of this translation -- no, I will not say it 
that way -- on the basis of the measure we are 
employing car revenue ratios in the absence of better 
data, at least suggests that these rates are the ones 
that are relatively high in terms of freight costs, 
Even a low grade commodity rate, , very, very heavy, 
can be low unit costs. The rates themselves could be 
very low. ‘This is the thing we are interested in, the 
relationship of rates to the cost of move ment. 

Q, The point I want to make is this: those 
rates were negotiated with one of the largest mining 
companies in Canada, it is not some little farmer out 
in Saskatchewan or Alberta, these were the subject of 
negotiation and you mean to say, using your standard, 
we would have to go out and voluntarily reduce those 
rates, 

A, No, I do not intend to imply this. I 
am simply saying these appear to be relatively high 


rates in view of cost but what should be done about it 


is something else. 
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2 Q. But if you have applied your maximum 

3 formula they would have to be reduced? 

4 A, Some of them might, yes. 

5 Q. Even though they were negotiated between 
6 experienced traffic men for the industry and the 

7 railways? 

8 A, Yes. May I elaborate a bit? 

9 Rs wv YAs » 

10 A, The question is answered simply yes, but 
11 I would like to add a word. It seems to me there are 
a2 other things here, the mere willingness of the traffic 
13 manager to pay rates depends on a whole host of things 
14 pricing arrangements with his customers, who is going 
15} to pay the freight. It may fall on to the consumers 
16 || : in a way and ultimately it will and yet it may be a 

17 matter of indifference to the traffic manager whether 
18 his rates are $2.00 or $3.00. I think I have detected 
19 circumstances in some situations where various high 

20 rates tend to serve the purpose of certain interests 
21 where they do not want rates reduced. High rates can 
22 have a very protective effect, 

23 Q. I am suggesting to you that does not 

24 apply in this particular case, As you know, the price 
25 of copper is governed by the world market? 

26 A, Yes, that is right. 

27 | Q@. And has this scheme of yours been put 


into force in any public utility or railway on this 


continent? 


A, So far as I know -~ well, I am sure -- . 
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so far as I know this is the first semi-refinement. 

Q. The first time it has been advanced? 

A, Yes, except if I may again -=- I do not know 
what freedom I have to continue to answer your questions, 

Q. That is all right, go ahead. 

A, It is a scheme that has not been -- the 
principle, I am sure, is well recognized in terms of 
economic principles. What we are talking about here is 
the feasibility of applying it and how it may be 
applied. 

Q. From a practical standpoint it has never 
been put into practice? | 

A, That is right. 


MR, McDONALD: Thank you very much, 


CROSS~EXAMINATION BY MR, SINCLAIR: 


Q. Dr. Roberts, as a man interested in 
transportation economics, you would agree I am sure 
and however interesting low transportation economics 
may be, the overriding consideration is that a freight 
rate structure must be practical? 

A, Right. 

Q.. Pardon? 

A, Yes, sir. 

Q. Now, you say on page 2 you say: 

"One requirement is that the low rates must 

not be ‘gratuitously low’, Rate8 are most 

flagrantly faulty in this respect when they 


fail to cover the direct or out-of-pocket 
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costs associated with providing the service," 

Then you go om later on that page at the 
bottom to say what the result of that may be? 

ae. Yes, sir. 

Q. With the result that gratuitously low 


rates -— I will quote you now: 


"2. Cither impair earnings ..." 
And.as an alternative you say: 
10 ",.. if they are recovered on other business, 
11 impose wijustifiohie burdens on the affected 
12 shippers." 
13 Ru) Yeu: 
14 Q@. And by that fact it is not an alternative 
15 it may be a combination? 
16 A. I would agree, 
ay Q, And if the traffic that does not cover 
18 variable costs is large,a very large proportion, this 
19 real possibility is that the degree will shift more to 
20 the -earrier : than it will to the other shippers? 
21 A. It is possible, yes, sir. 
22 @, Now, upward discrimination you say is 
23 also unjustified: 
24 |. if some rates are gratuitously low in 
25 a more subtle way by failing to provide as 
26 much overhead coverage as demand conditions 
27 permit." 
28 You then go on to say: 
| 
29| " . the services similarly underpriced and 
aI by not contributing according to its economic 
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2 capability ‘sast a burden! on the traffic 

3 that is required to pay high rates." 

4 And now, "economic capability" is a test and 
5 would you tell this Commission how you would determine 
6 the economic capability and measure of traffic to take 
7 a higher rate, 

8 A, Well, if a higher rate would contribute 
9 to net revenues, 

10 Q@. That is the test? 

11 keavies. 

12 Q. You would agree, would you not that until 
13 arate is put into effect and not until then can its 
14 results be known? That is the wording of Ripley and 
15 I suppose you recognize it? 

16 A, Not until then can its results be known. 
17 It is possible, however, to anticipate what might 

18 happen and I think this is certainly more true now 

19 than in Ripley's time. 

20 Q, Well, how you anticipate is by market 

21 analysis? 

22 A, Right. 

23 Q. And market analysis has been used 

24 extensively in the railroad industry, maybe not as 

25 well publicized but it has been used, very, very 

26 highly, very highly, by a company known as the Ford 

27 Motor Company. Correct? 

28 ee ct 

29 @. And they have in the Ford Motor Company 


3C executive one of the most distinguished analysists and 


| 


paket 


oy) 


va. on 
a) ‘aia est Eiidhlighe otmoro ve! ae 


a. 


Stee. ; ie) et biter way wheal nClaatwmet etid bse9 woe b neil 

bat os , a eed 
. Pyiacs To sevegem Ore, wet Litngae shacevbind Ao, 
-, ‘ mL, : rh ae ; Ih mi 
AS Ase oy) ee | \,etax nodgths — x 
e : Ay hee J 4 


é ry ; af . , P » is 
UGE Rion bisow Wear veigin 6 i .fiek. .h a i a |, 
A ) 


,ascwevet ten eee: 
. | - | - ah | 


je? orf? eat tacit nr 


t a . Sor A 
. : Ril i : ' 
[LES ei Si 1 rey atvow .serna Sivagw wey - 6 : 
; - 
iq ; 


| 
4 Yo VSigitt ‘lo seibitew sd? ul tsa? ‘tCowoal ed ad Lune” 
‘ exlayooeT yoy sagqque y 


| Suinioa dar Pe ing ov —~.4evewed .65 ‘rdteeod ek or Ee al 
| Paes or 7 | 
. HOM, OTS ere Win sc af ates xsaig I baa neqaad a i 
: 
-omt? a yelolA al sata 


i : ni 
1 7) 
' ' > 


f saMton 4d af efagtotinn goy wor , Lisl 7”) al 0 


sk dua od bad ere seers haonl tet hae " vievtensdia / Peer 
A "~\ 


Yiev ,viov bape mesd ged ot o6 wera. the 


Swot writ es avo aq” Bid ves ae ray we 8 na 
> y ey sith 
| Sdeortd, qo} tod; 


iA 
' 


* 
ah! P 
\ SR | 
a. 


¥ inal 


ANGUS, STONEHOUSE & co.LTo. Roberts y) OR. Cy 


TORONTO, ONTARIO (McDonald ) 17385 


market economists in the United States, Dr. Yntema? 
You smile and I think you know where we are going. 

I wonder if you would tell the Commission about the 
market analysis made by the Ford Motor Company prior 
to the introduction of the Edsel and the carrying out 
and the result? 

A, I believe I hardly need tell the 
Commission but I will be glad to put it on the record. 
Apparently, the studies were not well conducted, at 
least the results did not follow the anticipations. 

Q. That does not necessarily follow. You 
Say apparently the studies were not well conducted but 
the studies may have been exceedingly well conducted 
but did not properly measure factors that are 


immeasurable in demand. 
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Ai. If we can accept the old adage that the 
proof of the pudding is in the eating, these were 
obviously poor market studies, 

Q. But much as the economist might like it, 
there is still the fact that is immeasurable, and that 
is that people do not always act as ecommic stimulus 
or economic situations might expect them to act? 

Ay To be sure. 

Q. And this is the problem of every market 
analyst? 

A. Yes, and it means that more disciplines 
are required than economics: psychology and what makes 
people tick are among them. 

Q. On page 3 -- and this is a point I 
want to put to you rather carefully, because you stated 
here that this was the central scheme of your pre- 
peubation? 

Ay Tikes, 

Q. And you say here, "It 1s apparent that 
low rates are justified only if and because they con- 
tribute more to the support of the system than would 
higher ones and thus diminish the financial burden 
on other traffic", and then, "Higher than average 
rates are unjustified if they exceed amounts dictated 
by the output and unit cost that would be associated 
with non-discriminatory rates." I suggest to you, 
Dr, Roberts, what you have stated here is incorrect 
because the basic reason in support of discrimination 


pricing is that the average of all rates -- andl 
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emphasize "all rates" -- both high and low are less as 
a result of the discrimination; agree? 

A. This is a result of discrimination as is 
made very explicit here, I think, that it enhances 
output and reduces the average unit cost, yes, sir. 

Q. Now, your statement, on the other hand, 
would only be right, I suggest to you, because you are 
working on one side of the equation only, if I may put 
it that way; it would only be right, if I can put this 
in economic terms, and if you will pardon me because I 
may not do it quite well enough, but if I am wrong you 
can put the language right: your proposition, in economic 
terms, would only be right and true when you could de- 
termine that the gain of the party who gains cannot be 
compared with the loss of the party who loses? Would 
you like to think about that for a moment? 

a, The gear y -%. 

Q The gain of the party wid gains cannot 
be compared with the loss of the party that loses? 

A. The language that has me stumped for the 
moment is "cannot be compared with" -- is greater than 
or less than? 

Q. No; "not be compared with". I am 
saying to you that you are looking at one side of the 
equation only because your proposition is based on this 
-- which I will put to you again: that the gain of the 
party who gains == and let me interpret that to be that 
the shippers of the low-rated traffic under your 


proposition -- cannot be compared with the loss of the 
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party who loses -- and I interpret the second one to 
be the shippers of the higher-rated traffic? 

As yes. 

Q. And you say that is socially unjustifiable 
in economics, and I suggest to you that you can't say 
that in economics, and I ask you if you agree with it? 

A. If I -- is the question, do I agree with 
the italicised statement? 

Q. Do you agree with the fact that your state 
ment on paste is conditioned upon the economic theory 
that the gain of the party who gains cannot be compared 
with the loss of the party who loses -~ and you don't 
agree with that, do you? 

A. No. Frankly, I still don't understand 
Lt The phrase "cannot be compared with" -- this has 
no meaning to me, 

Q. Let me try to give you the analogy that 
I like to use in this field, and it is a pretty simple 
one: you will pardon me for not stating it as well as 
it can perhaps be stated. An economist cannot be 
certain -- and I am choosing my words as carefully as 
I can -- an economist cannot be certain that the impact 
of higher income tax rates -- and I am talking personal 
income tax -- that higher personal income tax rates have 


less minimum effects --- 


---Question repeated. 


Q. My point is this, that an economist cannot 


be certain that high income tax rates on high incomes 
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have lesser social disabilities than lower, relatively, 
rates on the high incomes and higher income tax rates 
on the low incomes? 

A. He can't be certain -- weil, I think he 
could be certain that the tax yield wili be different. 
It is a question of comparing --- 

Q. Can't be certain about the social signi- 
fiance that flows? 

A. I would say that the measurements, tools 
and even some of the conceptual things are not 
sufficiently clear that he can be certain, if we want 
to interpret this at all literally. I think this is 
right. 

Qw And yet, the basis of your proposition 
is the employment of uniformpicing, or something 
based on uniform pricing as to make that analysis 
definitively; correct? 

AX I would not say so. 

Q. Well, definitively within a range? 

Ae Within a range. As I have said, in 
pricing services everybody has to.do it. If you are 
going to look ahead in any business decision -- "How 
much should we invest in our plant?" -- you have got 
to make these determinations. All that is involved 
here is making the same kinds of determinations on a4 
larger scale than for one company, but two companies, 
which is not a substantially larger scale, actually. 

Q. But you see my point -- and I want to 


make sure you are understanding me -- is that under your 


~ 

Ag , 
. - 7 ¥ 
Te ats 


Bee ait ea rik el : 
oe ; a “IE, > A 


Aakers ten i! naa a ee panos ava 


os 
Pd 
i 


- 1 
“i > 
eit t a Ao fh ari pe 
oa pre ‘mee emer ha necty tas bas one ae add no ony 
meri) oft? vane eae 
By raat | tdemoont: wol eA? ‘ee a 
wy ip » er : 7 Mitee 
By te ont ghar i ,fieow «= afedreo 43. 0'neo oF oA Pali» 
bs ‘Tata oD y ) ; : , (an 
de .cttametTisb sc lilw biety xet al? gente ntsiaso ed Biles 
. ‘ : 
¥ . ih 


Val Fr f : .'. ‘ 
E ~ ~~ gciuegmos to, fol¢eoup a Bt a) 2 ¥. 
ae ¥y 


-trnete, Latoont e432 Joods atsiveo ed Jaap, | ip 


| 

ps 4 ie ; I 
| ; Yawoi b> vant Sonahh : ue 
Eg | i * 
' 


- 


ab. 
a 


hLlouow I f 


# 


eanid? Lsuvqeonoo sAt Jo sauce sve Baa 


e stat ‘sini A 3 janect i {ie ve stad 7 e1gt redit Oty 
. 1' . 


iy 
ee 


<je 
ie 


; 

- 

{ 

4 

} 

| 

ee : t 

<dighr) Ak 
. tiwaqerq swey lo eles oy bak 4h 
! 


a 


Ur 1 


ares vy) ’ ul ; <a be i i pos y t b Ag * t yenTro “ (Wne of? eh Hi 


| ; ezeyisos vse dan OF HA Beto } mroltinn neo Besad 
| 
! 


. Ag 
: 
Lio T 7A fy 

: : | 
i © - 
: af 

wise ; ’ * 
‘ ery 4 2 ‘ : , bd be 


[8 yoy. UY tf 0b of oat ybodeteve seotveaes antonag 


| a 
| renal \ ; . yk ponte@uc » mz DBE “fis dool oF scilos a ' ; ’ 
a 

io4. 8 wt eelg tao: al vaeve it ow bSlvons soum | F 

, 


, 


+l 


& 7° sot? eutertedsb. Jo ebaled enka ons sian at vies .f 


” 


. 


edd ae ae 
.eelnse ws "2 vd «vit sqmoa aio 102 Adaihd 7 eae ial- in 
a% san a 7 
aa AGH negiad xitetias ‘ 


an LPs «| 


. | o% ig ben b, e ori J pvt , sc woLs ES tim rogmbieosne. ov am ot 
‘ . a 


oy sara 2 baa oe a 


~ “ze 
=a 


ANGUS, STONEHOUSE & CO. LTD. Roberts, ecr-ex 17390 
TORONTO, ONTARIO (McDonald ) 


proposal -- and I recognize you are trying to put it 
to this Commission illustratively? 

A. yes, indeed. 

Q. I understand that; that your proposal 
necessarily overlooks the basic fact of railway dif- 
ferential pricing in that its justification is a lower- 
ing of all rates rather than tied to a relationship 
between high and low? 

A. I don't believe this is true because I 
am not attacking price discrimination. In fact, ZL 
conclude that the discriminatory system is better 
because it does produce lower average unit costs. 

Q. Will you make that abundantly clear 
because I had a little difficulty with your paper here 
until I got the concept of it, and as I understand that 
concept, and so that you and I can be at one, what 

you do is, in the first part of the paper, discuss the 
theory of uniform pricing. In the second part you 
say you are not in favour of that; you are not in 
favour of uniform pricing, but you are in favour of 
differential pricing in transportation services 
within limits? 

A. Right. 

Q. And then you go back to use as the key 
of the limit the uniform pricing? 

is Not the uniform pricing. 

Q. The uniform pricing number adjusted? 

A. That is rights the level of average 


costs that would be achieved with uniform pricing, 
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right. 

Q. And the effect of that, I suggest to 
you, economically, is to look at only the one side of 
the discrimination equation, and that is that it 
necessarily looks away from discrimination justifica- 
tion on the reduction of all rates, both high and low, 
and looks for its justification on the reduction of 
high rates? 

A. I can't accept this, really. 

Q. I can understand why you can't accept 
it, but I am suggesting to you you have made it clear 
to my friends on a number of occasions that you are not 
suggesting low rates go up; you are going to leave that 
to the railways? 

fs yes. 

Q. But you are certainly suggesting that 
high rates come down? 

A. If you mean looking at it from one 
side, then quite clearly the answer is "Yes". 

Q. That is right. Now, Dr. Roberts, you 
have made clear that the elimination of discrimination 
in railway pricing would be impossible or relatively 
impossible because this would require cost-oriented 
rates for every movement of every commodity, because 
there are variations, and so you acknowledge that it 
is both wise and necessary to have discrimination in 
the railway price structure? 

A. Right. 


Q. I suggest to you, Dr. Roberts, that in 
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making your calculations, for instance, on page 5, 

in the illustration, that you have fallen into error 

by equating variable (out-of-pocket costs) with avoidable 
costs; in other words, you have equated the cost 
characteristics on the additional increments of traffic 
with the cost characteristics of a reduction in the 

units of traffic -- you have equated them? 

A. As a conceptual proposition I think there 
is no distinction, depending upon which direction you 
are looking -- towards expansions or contractions. In 
other words, what you are saying, if you can contemplate 
or visualize a cost curve, is that this curve has a 
certain function, If you move out on it and have more 
output, costs will do this. If you move back on it, 
you have less output and costs will do that. It has 
the same function. I think what is at issue here is 
not the conception, but whether these functions are 
reversible. | 

Q. That is right; that is all I am putting 
to you, 

A. But if you go back -=-- 

Q. I suggest to you you can't go back. 

A. I think this may well be true. I think 
it has little effect on the validity of the proposition 
or of the illustration. In other words, the point I 
am making would be the same whether we put other 
numbers on the wriable thing or not. 

Q. I suggest not, for the simple reason that 


you have taken as your basis of statistical analysis to 
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arrive at the maximum rate cost characteristics flowing 
only from added increments of traffic, and you have 
tried to relate that in your calculations and in your 
conception back to what would cost behaviourism be in 
down-turns of traffic to as much as 50 per cent 
elimination? 

As Yes, this is true so far as precise 
computation is concerned. I would suggest, however, 
that the point is simply to show -=- and I am sure 
this would find almost unanimous agreement -- that if 
railway traffic declined by 50 per cent permanently 
the chances are the unit costs would be higher. That 


is really all this shows. 


---Luncheon adjournment, 
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TORONTO, ONTARIO Sincla 
1 
2 ---On resuming at 2.00 p.m. 
3 
THE CHAIRMAN: Order, please, 
ea 
MR, SINCLAIR: Q. Dr, Roberts, if under 
5 
. the application of your proposal the calculation as 
6 
to the loss of traffic that might pertain was greater 
7 
than was anticipated, you would agree that this would 
8 
have a material effect on the unit cost factor; 
9 
correct? 
10 
A. Yes, sir. 
11 
Q. And it is quite possible that you could 
12 
by distribution of traffic mix and by this calculation 
13 
in truth really have a resulting rate structure that 
14 
would have a higher average cost than the one that 
15 
you were displacing? 
16 
As Oh, I think -- well, again, we must be 
i? 
careful to distinguish between the "what if" analysis, 
18 
as we have called it, and actually moving to uniform 
19 
rates. Is this involved in your question? 
20 
Q. No. I tried to put my question to you 
21 
on this basis, that it makes no difference, I suggest, 
22 
really, as to whether you go to a uniformpricing policy 
2s 
or a uniform pricing policy which I will, for want of 
24 
better terms, say liberalize to prevent range dis- 
25 
crimination? 
26 
A, yes. 
27 
Q. And that if your calculations are wrong 
28 
or if you misjudge the effects, you can have a resultin 
29 
rate structure that the impact of which is greater than 
30 
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(Sinclair) 
that now existing? 
A. I believe that is true, May I give 
my interpretation of that question, If you are 


making these anticipations, and just to use the example 
that I played around with, to contemplate uniform 
prices would occasion a 50 per cent reduction in traffic 
that would be associated with a given rise in unit 
costs. If actually the impact of uniform prices on 

a hypothetical uniform pricing system would result in 

a 60 per cent reduction in traffic, then the actual 
effect of hypothetical uniformpicing system would 

be understated. Unit costs would be higher with the 
60 per cent reduction if it actually would have been 
realized than with the 50 per cent. 

Q. Can I go further, Dr. Roberts. Tein 
possible with the overall burden -- using burden in 
the economic sense of cost -- the overall cost could 
result in total to being greater than the existing 
rate structure; you agree? 

A. yes. 

Well, wait a minute, I would like to 
qualify this. If by overall costs you mean total 
costs, I would believe not. Total cost for 60 per 
cent of present output would be less than for 100 per 
cent of present output. The unit cost would be 
higher. 

Q. I suggest to you no. I suggest to 
you that total cost would be greater for the following 


reasons: first, that as the railways had an opportunity 
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2 under your proposal of range discrimination, or without 
3 that range discrimination that is implicit in uniform 
4 pricing, traffic which the railways shed and which 

5 was below average costs, but above variable costs, if 
6 it moves by another transport media of higher cost 

7 characteristics than the railway, would add a plus 

8 factor to the total transportation cost which could 

9| be greater than exists in the total cost burden of 

10 the transportation now moving under the existing rate 
ui structure? 

fe A. This is true, but I am not contemplating 


13| the shedding of this traffic, 


14 Q. You may not be contemplating it, but the 
15 economic necessities of operating a railway profitably, 
16 I suggest to you, may force railways to shed traffic 
17 for the reason that by shedding it they are able to 
18 evolve and force a higher ceiling -= correct -- under 

P 

; 19 your proposai? 

;- 20 A, Well, if they are shedding traffic that 


they are not carrying profitably, you mean? 

Q. No, that they are carrying profitably 
in the sense that the rate is compensatory, that it is 
making a contribution over its variable, but is sub- 
stantially below average? 

Ri I see no reason why that traffic should 
be sea Mr. Sinclair. 

Q. You do not see the reason, I suggest 
to you that here is the reason: if the railway is 


faced with this proposal as a directive or as a 
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legislative fiat, they would, if you assume that they 
know how to calculate these things -- and I think you 
had better assume that as far as some of them around 
here are concerned in this country; at least, the 
Canadian National and the Canadian Pacific, let us 
assume they do -- that they would immediately start 
taking a look at this to make certain as nearly as 

they could do that they would arrange their affairs 

as to enable them to get the maximum out of it. And I 
suggest to you the way they would get the maximum out 
of it is to immediately dry - traffic on 

the low ranges; to dry up traffic on the low ranges 
to move their average unit costs upwards. 

A. Well, it seems that this would be a 
very short-sighted policy, to lose actual revenues, net 
revenues, on this low-rated traffic just to drive it 
away gratuitously so the line would be drawn at 
rather than 178, say, at 200. 

Q. Their whole purpose, where they would 
maximize their net, would be to shrink their plant so 
they could move traffic at total cost, or something 
in addition thereto, because this would maximize their 
net under your plan? 

A, Well, I think we may have to start over 
again, Mr. Sinclair. 

| Q. I will come at it in another way --- 
A. Yes, please do. 


Q. --- as I come back into other aspects of 
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Let me try to take you in this way, so that 
I can understand where the difference with you and me 
may be, 

A. Yes. I think we are having a communi- 
cation difficulty. 

Q. Very well. Let me put it to you this 
way. You use a key number of 139, which you took from 
the ICC burden study? 

A. Yes, 

Q. This key number is 139. Maybe the best 
way to do this is to go to page 7 of your brief and work 
from these figures? 

A. Yes. 

Q. I will see if I can get the same basis. 
Just, first, so that I can understand that I am not 
making mistakes in arithmetic with you, we will take the 
first one, the ten per cent reduction, and see if you 
agree this is the way we work the arithmetic. 

I take 10 over 90 as per cent to arrive at 
the second column, That is, 10 per cent reduction; 
so, I take 10 over 90 as a per cent, which gives me ll. 
Correct? 

A. I did not derive it that way. By some 
arithmetic action, it might come out that way. 

Q. I suggest that you try it and take the 
various ones down that column and see if it does not 
work out? 


A. In 50 over 50, that is 100. At least 


in those two it works. 
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Q. I suggest to you I have done it down the 
column and they all work. 

A. This is what it is -=- all right. 

Q. All right. Then, I multiply that second 
column by 28 to get the third column; correct? -- 
28, being the per cent variable on total? 

A. yes. 

Q. That is right? 

re. Well, wait a minute, now. 

Q. You did not do it this way, obviously? 

A. No, I did not do it this way, no. 

Q. Well, I am going to show you how I did it 

A, We are talking about the third column, 
and the question is, how does this mean a 3 per cent 
increase in total costs; is that it? 

Q. Yes, I took 11 per cent of 28, makes 3? 

As Maybe that works, again, yes. All right. 

Q. S05.i have 3. I took 103 per cent of 
133. 

A. Right. 

Q. To get 143. 

A. We did that the same way, I may say. 

o. We did. All right. At least we finish 
with the same number? 

A. yes. 

Q- That does not necessarily mean that 
because you finish with the same number the procedures | 
you follow are necessarily the same? 
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TORONTO, ONTARIO 


(Sinclair) 
1 
2 Q. Or that they arenecessarily both right; 
3]| does it? 
4 A. No, but if we get the same results, I 


5| think there would be a presumption it is true; there are 
6 alternative ways of applying arithmetic, perhaps. 

7 Qs Yes, we have seen some of them in this 

8| room on many occasions. 

9 Then, Dr. Roberts, you finish with two numbers; 
10/ 28, being the variable proportion; being the residual 

11]| from the variable proportion, or what you call fixed 

12] and what I call constant cost? 

13 A. Yes, although that is not derived from 

14| this. This datum that is given comes from another 


15] source, yes. 


16 Qs I agree. And 139 is the other key? 
17 A. Yes 
18 Q. And that comes from the burden study? 
19 A. Right. 

q 20 QO. And you say about that 139 that it 


21 translates rate level increase into the corresponding 

22], uniform ratio of rates to out-of-pocket costs that 

23|| would be required for full cost coverage? 

24 A. Right. 

25 Q. Now, Dr. Roberts, I suggest to you that 
26 you have fallen into error by assuming that the burden 
27| stuaies of the ICC were in any way connected with the 

28| determination of full cost coverage; they were merely, I 
29]. suggest to you, determining the spread of earnings in 


30) one crucial factor over the commodities moved, and they were 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr-ex 17401 
TORONTO, ONTARIO (Sinclair ) 


not determining cost of transportation in any way. 
You agree? 

A. I do not, Mr. Sinclair, 

Q. Well, then, let me test it in one way. 
In the burden studies, what factor was used in invest- 
ment costs? Percentagewise? 

A. Well, four per cent return on investment? 
Is this the question? 

Q. Yes, in the burden study. 

A. Well, in determining costs, 

Q. Well, that has been stated by the Icc 
themselves, and is used in the burden study as not a 
determination of cost at all, because that figure has 
been in existence without variation since the green 
book was first put out by Dr. Edwards; correct? 

Bos This presumably represents over some 
relatively recent years the long-run return on rail 
investment in the United States? 

Q. Correct, correct. It is a measure of 
the actual earnings of the system, rather than the cost 
of investment to the system. This is the point I am 
making with you: it measures the return to the system 
rather than the cost of investment for the system, 

You agree with that? 

A. Well, the cost of investment, the cost 
of capital to the railroads for what they have in their 
plants seems to me can only be measured by the return 
it has yielded. You could not say it is 7 per cent, 


I believe. 
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Q. Dr. Roberts, you are equating earnings 


and cost. You have done that throughout here, correct, 
in respect to this coverage? You answer here that 

it approximates the overall long-term earning or 
return, and in your answersto my friend Mr. Cumming 
yesterday and I suggest to you again just now, that in 
your analysis you equate earnings equal cost neces- 
sarily? 

A. I am not sure I want to fully agree with 
you. I perhaps will, in a qualified way. 

What we are dealing with here; what I am 
trying to say is that we observed in 1959 a given 
percentage of revenues -- total revenues -- to out- 
of=pocket costs. 

Now, the revenue above direct cost is some 
kind of a profit margin -- perhaps not many of us 
would agree what to call it -- but there are certain 
outlays made directly to manufacture this transportatio 
service, You pay this and you have 39 per cent left 
over beyond that. 

All that we are trying to do in this total 
is to say that given a level of traffic what would the 
average level of rate have to be relative to the out- 
of-pocket cost that would be incurred to come out 
with the same dollar arrangement so that the railways 
would have as much money ieft over after they paid the 
direct out-of-pocket cost as they had in 1957. 


Q. This is done on an average of how many 


railroads in the United States? 
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TORONTO, ONTARIO (Sincla ir ) 


A. It is done for the whole system. 

Q3 And it includes some railways in 1958 
in the United States that were not even making fixed 
‘charges; correct? 

Ais Certainly. 

Q. And yet you are saying -- in spite of 
that you are saying that when you look at cost of 
transportation, it is the cost of providing transpor- 
tation; not the cost to the shipper of transportation, 
but the cost of providing the transportation, What 
you have been looking at is the cost to the shipper 
of buying transportation, I say to you, Dr. Roberts, 
when you come to this analysis you shift; you neces- 
sarily shift to the cost of providing transportation, 
which is a very different thing. Do you agree? 

A, I am not -- I am sorry, sir, I do not. 

I am not in this last column, which I think is the 
critical column here, saying anything about the cost of 
transportation, except in this way, that if you con- 
sider what the railroads actually got over and above 

the out-of-pocket cost, this is what they used to 

reward capital, to reward bondholders and those who 

have supplied capital in any other way -- the stock- 
holders. And that in this case the cost of capital 

to them is this amount; this is what they have available 
to dispose of for these purposes. 

Q. That is -- t am sorry, I just wanted to 
make sure of what you said -- that is the cost of capita 


to them? To whom? 
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ANGUS, STONE : - 
SPONEHOUSE & GO LTD. Roberts, cr-ex 17404 
(Sinclair ) 


A. To the railroads. The point I really 


Q. I suggest to you that that reasoning 


is not sound because the reason why you are making the 


3 want to make, Mr. Sinclair, is that I do not believe 

4 when we are dealing with this 139 we necessarily have 

5 to get involved in the cost of railway service in the 
6 sense in which we are dealing with it here. We are 

7 Simply dealing with this realized margin; whether you 

8 call this 139 a total picture of cost, or what you call 
9 it, there is a margin of 39 per cent over and above 

10 the direet out-of-pocket marginal costs of supplying 

11 transportation service we want to maintain. 

12 What I am suggesting in subsequent columns 

13 is that given portions in the level of output and the 
14 associated increase in cost that would result, that 

15 ata given rate level -- we talk about 178 average rate 
16 level -- the railways would be in the same financial 

17 position under those circumstances as they are if we 

18 put zeros in across the first line and 139 in the last 
19 column, 

20 


calculations that you are making -- the reason for 
determining the key of uniform pricing and fixing the 
range is to make certain that the relationship of rates 
to cost; that is, the cost of providing the transporta- 
tion; is not unduly distorted, or, to use, being 
economic, what do you say <--- 

A. Excessive. 

Q. All right, excessive -- that is the 


reason you were making all these calculations, is 
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cost determination? 

A. Right. 

Q. That means cost determination of pro- 
vision of transportation, not cost determination as 


paid for transportation, I suggest? 


. 


! 


-o80 "oy notésnitereted txou aman seit 
¥ 


as hottaninnis/sb teoo ton ,aoltadsoqenant to # 


* 
al 


{ ¢ 


ead. 
J 


enuue I nottadcogenss? 30% breq 
4 ‘¢ 


‘ 
- t 
‘ - 
y | 
‘ 
, ai 
| fen 
e. 7 
soem 
~ - 7 
\ ry Vay 4’ 
} =. 
ay : 
; s ¥ - 


ANGUS. STONEHOUSE & co, LTD. Roberts, cr.ex, 17406 
(Sinclair) 


A, Well, this may be. TI am Simply saying 
that with a 50% decline in traffic, for instance, and 
obviously we are dealing with generalized patterns of 
cost behaviour, the chances are on the basis of the 
records on the Commission's analysis, that if the 


output is reduced by 50% the unit cost will increase 


by 28%, 

Q. The reason I am pressing on this, Dr. 
Roberts, is this: we have agreed -- if we have not I 
will ask you to agree with me now -- we have agreed 


that it is essential in pricing realisti@lly rail 
transportation that rates do not impose or are put into 
effect that pay less than the variable costs and 
something in addition? 

A, Yes, sir. 

Q. Now, you fix a maximum at a calculation 
that has relationship to cost and has relationship to 
variable cost factors of constancy of the variable 
level. Those are the two keys I was talking about, if 
you do not properly equate cost of provision of 
transportation the result of the application of your 
plan can mean that the maximum rate will be less than 
the variable costs of the specific movement. That is 
possible, I suggest to you. The maximum rate will be 
less than the variable costs of the specific movement. 
Under your plan you would agree this is possible? 

A, I cannot. I do not see how 178% of any 


number can be less than 100%. 


Q. Let me give you an example, You have 
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assumed that a rate is unduly high under your social 
justification test, that is more than 200% of variable. 

a aries x 

Q. And I think yesterday you agreed this could 
be 2504? 

Ro nery 

Q. All right, take the 250%, the highest you 
suggest. You suggested we might have an excess of 200%, 
we might have the upper limit of the pricing range 250% 
of variable, 

Rivetles. 

Q. And the absolute standard of minimum would 
be the variable cost, Now, in the Canadian freight rate 
classification we have a designation and a class rate on 
scientific instruments which I think is two-and-a-half 
times first. Now, two-and-a-half times column 100, I 
suggest to you, is more than 250% of variable costs, I 
would suggest to you that the average variable cost 
does not reflect the cost characteristics on scientific 
instruments by carload., Those circumstances that I have 
given to you could quite easily result in commodities 
moving at the maximum being below these variable cost 
of providing that service. 

A. Well, must we not know what the 
relationship is. How do you describe these rates? 

Q@. Two and a half times first. 

A. Oh, a scale of two-and-a half times first. 


Qe Yes. 


-A, I do not see what that has to do with two- 


and-a-half times variable cost. 
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Q. You see, the reason it has something to 
do with is that your maximum rate scale is fixed on an 
average variable cost and you made this clear this 
morning to my friend that you were talking about system 
average variable cost as the basic factor to which the 
multiplication would apply. Is this not right? 

A, Yes. In other words, to get -- viewing th 
system as a whole what would be the effect on output in 
unit cost? 

@. Yes, so when you come to a commodity such 
as I have given to you on your pricing maxima it could 
well mean that the maximum rate perscribed by legislativ 
fiat abridged the principle of not having a rate below 
its variable cost, 

A, Iam sorry, I do not want to appear dense 
put I still cannot get around this roadblock that makes 
me believe that if something is 178% of its variable 
cost then it cannot possibly be less than its variable 
cost. 

Q@. Do you mind? The reason is because you 
translate “average” to "its". I am pointing out that 
average is not its, average is average. Therefore, by 
taking an average number under your scheme mathematicall 
if you take the probabilities you are going to arrive 
at some rates at the maximum is below the variable 
cost. It is an academic position and an economic 
position I am trying to put to you. 

A, Iam sorry, it is one that I cannot 


either see or subscribe to. 
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Q. Very well, so you would not -- if two 
and a half times first over column 100 bothers you I 
will give you one that makes it a little easier. Take 
hampers and baskets which is three times first in our 
classification -- 300% first class rates operative in 
the movement of a commodity. Now, this class rate 
scale I am talking about in column 100 is the high 
level cost. Basically in the first three classes it was 
meant to move below the traffic so he will claim 
potential traffic in carloads within the first three 
Slassesvas L.C.L. My proposition to you is that I am 
saying to you that your scheme -- I do not mean that 
offensively, your plan, your proposal, the proposal in 
the operation of rates, for instance, in scientific 
instruments and on baskets and hampers as examples, 
using the average variable costs as the operative 
key, will result in the maximum rate based on averages 
being lower than the variable cost of specific movements. 

A, I am quite sure I understand the point 
you are making but I think there is this distinction 


that may be getting lost: the broad average or the 


broad system wide data or whatever you want to call 


it, are employed in determining the percentage, to be 
sure, but once you have got the percentage then I can 
only repeat it is impossible for me to see how any rate 
that is 250% of its out-of-pocket costs or variable 
costs -- 

Q. Not of "its", of the average. 


A, No, this may be the misunderstanding. 
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In other words, we are saying I take this shipper of 

Q. Scientific instruments or hampers? 

A, Seientific instruments and the rates are 
300% of out-of-pocket costs -- 

Q,. Column 100, 

A, These rates are 300% of out-of-pocket 
costs, may we assume this for the moment, 

Q. You mean the existing rate level? 

A, Yes, the existing rates on these items 
are 300% -- 

Q. We cannot assume that. 

A, Well, let us take some commodity where 
the rate is 300% -- let us take commodity "x", 

QQ. We will take a commodity where the ratio 
to its variable costs exceeds the average number that 
you are using at 250%. All right, on that hypothesis, 
what? 

A, We will take a hypothetical commodity 
"Xx" and its ratio of its rate to out-of-pocket costs 
is 300%. We have determined that the permissible 
maximum is, let us say, 250%. In other words, the 
maximum reasonable rate for this commodity would 
be 250% of out-of-pocket costs. Now, if we are going 
to solve your point, perhaps you could add on to that 
what it would take to make the variable costs on this 
commodity exceed a rate which is 250% of its 


theoretical costs. 


4 


Q. Let me put the hypothesis to you this 


way and see if it clears it. Assume with me that 
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1 
2 commodity "X" variable cost exceeds 250% of average 
3 variable costs ~-- commodity "X" variable cost exceeds 
4 250% of average variable cost? 
5 Ag, Yess 
6 Q. I suggest to you in that circumstance 
7 the maximum rate under your proposal or plan will 
8 result in a non-compensatory movement of a commodity. 
9 A, No sir, we would add another 250% to 
10 that. All you have described is the relationship 
11 between the variable costs or out-of-pocket costs of 
12 this traffic versus some overall average. We are not 
13 interested in the overall average. For this 
14 particular purpose we are saying so far as this 
15 committee is concerned that this variable cost which 
16 is 250% of the system average, we add a margin of 
17 250% over this. 


Q. Oh well, I am sorry. I have never 
understood your scheme until now, or your plan. What 
you are saying is, 'for the purpose of illustration I 
have used averages but in point of fact I am not going 
to prevent the railways from making or I am expecting 
them to make individual cost analysis per movement," 

A, No, I do not think I am saying that. I 
am saying that we are wing averages tc determine 
a dividing line, to draw a line beyond which.-- to get 
some standards for maximum rates. When it comes to 
specific cases of whether or not a rate is excessive 
than its own peculiar characteristics are related, 


its revenues, its out-of-pocket costs. 
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Q. But then, Dr. Roberts, if what 
you are saying is that the maximim which you establish 
on averages does not apply to individual movements, 
it must necessarily follow, I suggest to you, that 
you cannot work with averages under the hypothesis I 
gave you and you met that by saying, "Oh, in that case 
of commodity "X" the variable costs exceeds 250% of 
variable cost so we would add another 250% to it". 
Now, I suggest to you if that is the way you are going 
to apply it the only way the maximum rate can be fixed 
is by treating the cost characteristics on an 
individual movement with a percentage markup. 

A, Exactly. 

Q. And that percentage markup cannot be 
determined equitably by averages? 

A, Well, it seems to me that is the only 
way it can be, 

Q. All right. I will then deal with why 
I put to you why it cannot equitably be dealt with 
by averages. You suggested, for instance, on page -- 


Mr, Chairman, I am sorry this is taking a little while 


but -- 

THE CHAIRMAN: It is helpful. 

MR, ee C'est la guerre and I do mean 
guerre. 

MR. SINCLAIR: Q. Would you look at page 20 
with me? 


A, Yee, sir. 


Q@,. Here is where you have decided to work 
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ANGUS, STONEHOUSE & Co. LTD. Roberts, cr.ex. 17413 
(Sinclair ) 


on these car revenue cost analyses rather than using 
the out-of-pocket costs for the reasams that you 
explained? 

A, Yes. 

MR, FRAWLEY: For obvious and well stated 
reasons. 

MR. SINCLAIR: And for reasons I would 
suggest to you are absolutely necessary in this 
country but not having made them available, That is 
not something we will deal with, that is something for 
the Commission, 

MR, FRAWLEY: That is right. I thought that 
particular moment we have now arrived at would be 
arrived at and I would place now on the record that 
any criticism that my friend has, they may be valid, ane 
certainly not chargeable against us. We did the best 
we could with the tools that we had. I could have 
said to Mr. Roberts, "Well, close up your books and 
abandon the idea and prepare no submission at all". 
Would that have been any better? I do not know as it 
would be any better but the fact is we went ahead and 
did the best we could without these very important 
burden study costs which we would like to have had 
but we were denied them, 

THE CHAIRMAN: By the Commission. 

MR, FRAWLEY: Denied by the railways and 

supported in that denial by the Commission. 


MR, SINCLAIR: Q. And now, on page 20 you 


say: 
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ANGUS, STONEHOUSE & CO. LTD. Roberts 5 CYC. 17414 
TORONTO, ONTARIO (Sinclair ) 


"The full extent of the differentiation 

is undoubtedly blurred by the aggregated 
data and comparison is difficult because of 
the complication of differences in haul 
lengths, But as one case, in 1958, car-mile 
revenues on non-competitive east to east 
traffic exceeded by 21% the yield on 
competitive volume, although average hauls 


were comparable," 


Q. JI have checked it out and the average 
hauls are 168 and 177, I agree, so we are under no 
disability on that at all. You had available to you 
from that board's waybill analysis the calculated 
weights. Did you calculate weight? 

A, This is the same point that Mr. 
McDonald and I talked about this morning. 

Q. If you do not mind I am going to 
tighten it right down for another reason. 

hs Ho sir; I did not: 

Q,. Well, I suggest that if you did it and 
you can do it from the board's waybill analysis -- 

A. Yes, I know. 

Q. What Mr. McDonald put to you is a little 
more difficult than this simple thing I am talking 
about. I am talking about cars and tons and miles 
right off the data that is available and I do not have 
to do any reasoning, just a little bit of arithmetic, 


I think you will find that if you do this that non- 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr.ex, 17415 
re (Sinclair ) 


competitive traffic and an average revenue per ton 
mile of 2.14 as compared with 2.35 on competitive 
traffic which you say is 21%, 

A, In other words, the rate per ton mile 
was higher for the non-competitive -- the rate per 
ton mile was higher for the competitive traffic? 

Q. That is right, 2.35 for competitive as 
against 2.14 for non-competitive, I suggest to you 
that the reason for that is readily determined, that 
there is not an undue percentage of discrimination and 
the reason that this is obvious is by calculating the 
load factors and the load factors work out at 50.6 
as against 40.9. Now, the reason I draw your 
attention to this is that I have now worked on 
averages within rate class competitive and non- 
competitive groupings and I am just suggesting to you 
that what appears to be discrimination is not in point 
of fact discrimination when all factors are taken into 
account. Even as I brought them into balance, Dr. 
Roberts, and used them as that average, these two 
classes of traffic, as my key, my mathematical 
calculation they can be thrown very far off because 
of characteristics, loading, value and all these other 
factors are so far differentiating from the average 
that you cannot usefully use them. That is my point. 

A, I would like to make a counter 
suggestion, if I may, that this does measure 
discrimination. The tone mile rates and the non- 


competitive traffic are lower. The average haul -- 
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ANGUS, STONEHOUSE & co.ttp. Roberts, cPr.ex., 17416 
TORONTO, ONTARIO (Sinclair ) 


Q. The ton mile rates, 

A, The relationship as I understand it 
was that the ton mile rates are higher for the 
competitive traffic, the loadings, the average loading 
on the competitive traffic are greater than on non- 
competitive traffic, 

Q@. No, I reversed it and that is why I 
gave it to you. I am sorry but that was my whole 
point. My point was that the relationship -- we 


rule out length of haul? 


Q. And the relationship, it does not matter 
for the purpose of illustration, but the relationship 
of the revenue characteristic along with load 
characteristic, one was the antithesis of the other, 

THE CHAIRMAN: You allege one cancels the 
other. 

MR. SINCLAR QQ. Working on averages I am 
saying what I can do or try to estimate what I can do 
and I may not a@lways succeed but I am showing him what 
I can do with the figures from the board's waybill 
analysis. 

A, May I say more about this? 

Q. Yes. 

A, If the ton mile revenues are higher in 


the one case.--- 
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i tome sa Roberts, cr~ex 17417 
(Sinclair) 


Q. Yes? 

As But that car mile revenues relatively go 
the other way. 

Q. Yes? 

A. This must mean that the average loading 
in the cases where the car mile revenues are relatively 
high is much greater, and that the differential in 
favour of that traffic exceeds the differential in 
favour of the ton mile rates, This is the only thing 
that would mean car mile revenues were different, What 
I am trying to say is this, that although, if -- and 
we have got distance neutralized -- and if we say one 
of the dominant considerations of the cost per ton mile 
of handling traffic is how many thousand pounds of it 
yeu'can get in. a freight car ..'. 

Q. yes? 

A. o o e What we are simply saying is 
that while the rates on the non-competitive traffic may 
be lower, this loads so much more heavily that the unit 
costs are even more low, relatively, than are the rates, 
In other words, the differential in costs is different 
than the differential in ton mile rates. This is 
discrimination, 

Q. This is another point I am dealing 
with at this time. This is what I was trying to show 
you -- why we could not use averages. I must say, 
just because I don't follow up and feel that answer of 


yours does not mean I agree with it, but what I am 


trying to do is tell you this, that I gave you figures 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr-ex 17418 
TORONTO, ONTARIO (Since lair ) 


2 taken from the Board's Waybill Analysis and I picked the 
3] ones that you picked? 

4 A. Yes. 

5 Q. And said discrimination was indicated 

6| pecause of a 21 per cent differentiation -- and this is 
7 on page 20 -- I gave you the loading characteristics, 

8 which was a 20 per cent -- in fact, I balanced the 

9| aifferentiation in rates by the differentiation in load. 
10 Rees: 

11 Q. That is why I followed it through in 

12 the way that I did, and from that I put to you that the 
13 use of averages as the key will not give you a determina 
14 tion of discrimination because I am certain that you wil 
15 agree that in non-competitive traffic and in competitive 
16 traffic operating in eastern Canada that there are 


17 very marked differentiations in cost? 


18 A Well, I think perhaps, although asi you 
19 say my last statement was directed to another aspect 
20 of this discussion than you were attempting to deal 
21 with, I am not sure this is true. You have given me 
22 this as an example of the misuse of averages. I am 
23 well aware of the misuse of averages, and I assure 

24 the Commission I have no purpose in intentionally 

25 misusing averages. 

26 Q. Oh, I am not suggesting that. 

27 A. I am sure not. As I said -- and I 

28 think this is the relevance of my answer -- I believe 
29| this statement based on the figures I have used is 


20 a correct statement, and if you consider as a measure 
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ANGUS, tang ae LTD. Roberts, cr-€xX : 17419 
(Sinclair ) 
1 
2 of unit costs of competitive and non-competitive traffic4-- 
3 Q. Revenue alone? 
4 A. No, of the revenue unit costs, as we said] if 


5| you load 100,000 ‘ons into a car or 10,000 tons, the 
6 chances are pretty well, unless there are substantial 


7 variations in other things, that the unit cost in 


8 the latter case is going to be of the order of ten 

9 times that of the former. The basic occasions for 

10 occurring operating costs on the railroad is production 
11 of car miles. In other words, I think it is another 


12| way of saying, other things being equal, if you load 


13 one car twice as heavy as another car for the same haul 
14 and the same distance, the chances are very great the 
15 cost per ton mile is going to be half as much or twice 
16 as much, whichever way you look at it. As I ex- 


17 plained to Mr. McDonald this morning, discrimination 

18 is measured by differences in the ratios of the in- 

19 creased revenues earned. If, in other words, the 

20 loading of the traffic with the relatively low ton mile 

ratesis even proportionately more, so that the unit 

cost of the traffic is very low, the fact that the ton 

mile rates are lower, if the ton mile costs are even 

lower than that, relatively, there is discrimination. 

This is the only meaningful measure of discrimination. 
Q. I suggest no, because there are many 

factors in costs that are meaningful that you eliminated 

by this procedure. You have assumed by working on 

averages that once you bring into relationship loading 


and revenues -- in other words that heavy loading low 
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ANGUS, STONEHOUSE & CO. LTD. Roberts, cr-ex 17420 
TORONTO, ONTARIO (Sine lair ) 


rate can give you the same revenues as light loading 
and high rates, this is mathematically right? 

A. Yes. 

Q. That once you give effect to thisin you 
analysis that you may then confidently move off into 
the determination of whether discrimination exists. 

Is that your last answer properly summarized? 

A, Well, I don't know. What I am simply 
saying is that from the tandpoint of the factors we 
have considered in this discussion, namely, distance, 
loading and revenue per ton mile, I say there is evi- 
dence, This is not a strong assertion, I said 
there is strong indication that this may be the case, 
If someone wants to argue that the cost of providing 
a car mile of service is substantially higher in the 
one territory --- 

A. But they are both in the same territory. 

Q. Oh, they are both in the same; well, then 
I should put it this way: if there are some peculiar 
characteristics of competitive traffic as to where it 
moves in a certain haul of 150 miles in one place 
through very dense terminals with high costs, and 
characteristically non-competitive traffic moves much 
more freely and economically, then, of course, that 
would alter the fact. But I don't think you can 
generalize about it. 

Q. And the reason you can’t generalize is 
that you must look at specific movements to get their 


cost characteristics, and if you are going to work 
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discrimination on a relationship to average costs where 
these differentiations of movement, claims experience 
and things like that are left out of the picture 
entirely --- 

A. Surely. This would imply again, if 
there is some reason for supposing that competitive 
traffic has higher claims experience, or lower, then 
obviously that is not taken into account, 

Qe Or particular routings? 

A. Yes. 

Q. Of the non-competitive? 

A. yes, 

Q. Or particular traffic patterns? 

A. Right. I would not agree, however, 
as I gathered is the import of the discussion, that 
averages have no place in life. 

Q. "Averages have no place in life" -- well, 
that is too big a subject for me. 

2. That is a philosophical discussion, 

Q. yes, that is a philosophical discussion, 
but the point that I think we must be careful of is not 
to let averages take our eye off what the railways 
are doing in this country, and I am going to say .. . 

Bs Agreed. 

Q. I am going to say this point is, to 
provide overall transportation at the least total cost 
consistent with maintaining these railways, essential 
as they are, in a fine and open way of handling traffic 


and being financially sound? 
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A. To the extent the country require their 
services, 

Q. To the extent the country requires their 
services, tested by, you would agree, the substitutional 
cost of another transport medium; correct? 

A. The extent to which the country requires 
their services is, of course, determined by the amount 
of traffic which shippers in the country at prevailing 
rates are willing to accord to the railways -- if that 
is the mme thing. 

Q. Well, I will argue that at a later time. 
Now, Dr. Roberts, you have been very patient with me, 
but there are just one or two little specific things I 
would like to understand. I am a sugar beet shipper --- 

MR, FRAWLEY: Southern Alberta, 

MR, SINCLAIR: Southern Manitoba. 

MR, FRAWLEY: But that is not such good beets, 
but you can have it. 

MR, SINCLAIR: Qo I am a sugar beet shipper, 
and I have my farm near Morden, Manitoba, and the rate 
is about 8 cents a hundred. I got into this trouble 
before when I didn't have anybody to tell me the rate, 
but I now have. At $1.58 a ton ~- my rate is 8 cents 
a hundred, and my variable costs for the moment are 
6.5, 6.6, 6.7 cents, if you like. 

MR, FRAWLEY: That is the first break in the 
wall. 

MR. SINCLAIR: I should make this clear, Mr. 


Chairman, that I have never to this Commission suggested 
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that the railways or the Canadian Pacific were incapable 
of properly determining costs; quite the contrary. We 
are quite competent to determine costs, We think we 
know something about it, What we don't want to do is 
to give it to our competitors, 
MR, FRAWLEY: It is like the family silver. 
MR. SINCLAIR: Q. Let us go 8 and 7, so 
that my friend will not get worried again -- 8 and 7. 
The rate is 8, the wriable cost is 7. Your plan 
comes into effect, and all the competitive rates on 
the Canadian Pacific that are paying over 250 per cent 


of variable must fall, and there is a substantial loss 


of revenue resulting therefrom -- assume this with me, 
A, An assumption, 
Q. Yes -- which Canadian Pacific have been 


using for cross-subsidization in moving my sugar beets 
to the sugar beet factory near Winnipeg. Canadian 
Pacific Railway, faced with this, says to me, the sugar 
beet shipper, "I am sorry, I can't move your sugar 
beets any more, I can't move them any more because 
the money I was getting by moving the competitive 
rated traffic, we will say, at more than I now can 
charge I was using to enable you to move your goods 
at a small amount above the variable costs. I can't 
do this any more.” Now, what does Canadian Pacific 
do for the sugar beet shipper? 

A. May I answer this -- I don't want to be 
put in the category of asking you questions, but is 


there a suggestion here that more money could be made by 
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charging a higher price for the Sugar beets? 

Q. The sugar beet shipper from Morden? 

A. Yes. 

Q. Let me -- I don't want to get into a 
position of arguing with you -- let us assume, to make 
it easy -- which, I think, is the fact -- that this 
demand price for the sugar beets at the plant in 
Winnipeg is extremely elastic, and transportation is a 
factor in the movement? 

A. The company would be worse off -- I 
don't know why the C.P.R. would want to raise this man's 
rates. 

Q. But the money I got to enable me to carry 
at those rates I no longer have; I got that from the 
chunk above maximum in the competitive rated field. 

A. This creates a problem,but it can't be 
solved by raising the sugar beet rates, 

Q. But it could be solved by allowing the 
rate structure to remain as it is, because I have given 
you an example where competitive rated traffic was 
contributing to non-competitive rated traffic? 

A. Yes. If I were in the position of asking 
questions --- 

MR. FRAWLEY: You can ask Mr. Sinclair to 
clarify it. 

THE WITNESS: Well, it helps the discussion, I 
think, If we were talking somewhere else, this is what 


I would ask; "Do you think the Canadian Pacific is 


making enough money?” Maybe this is not a fair question. 
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MR, SINCLAIR: Q@. I can answer that very 
easily. Would you iike me to? 

A. Yes; 

Qo I can asnwer it at great length or 
very simply. 

MR, FRAWLEY: At great length, please. 

MR. SINCLAIR: Q. The answer is "No". 

A. Well, I suggest there are two things that 
can be done: one is to raise the rates on sugar beets 
as you implied was a possible recourse, to more rigid 
eeilings. This would not be a good way. Another 
way would be to raise the rates under current ceilings, 
under the present standards of control, and presumably 
we would have different market conditions there, and 
this may be a good way to get more revenues, but, so 
far as I know, this is not palatable in your country or 
in the United States, that regardless of anything the 
railways are entitled to so much révenue, You 
recognize, and we all recognize, I think, the pro- 
priety of some kinds of ceilings. The test of whether 
or not a shipper should pay a certain rate is not the 
overall earnings of the railway company; that there 
are some equitable and economic limits need to be 
placed on this, and we are talking about a different 
set of limits. They may be lower; and they may not 
-- I don't know, 

Q. Well, I want to deal with specifics be- 
cause this is the only way I know how to analyse the 


problem put before me; I get lost the other way. I am 
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a Sugar beet shipper, and I have got a very elastic 
demand on sugar beets at Winnipeg, so the rate, as 
the railways have worked it out, is just about where 
it should be? 

Thsi Eight cents, 

Q. And on the competitive rated traffic, 
which is over the celling that would be effective, may 
therefore have to drop, that segment of revenue is 
being used on Canadian Pacifie to cross-subsidize the 
non-competitive sugar beet movement at the rate I have 


given you? 


A Yes. 
Q. My question to you is, what does Canadian 
Pacific do in that circumstance? That is the first 


question, The second question, if you want them to- 
gether, is what do I, the Sugar beet grower, do with 
my Sugar beets -- and what does the Canadian Pacific 
do under this situation -- and explain how the sugar 
beet shipper is better off and how the Canadian Pacific 
is better off? 

A. As far as the sugar beet shipper is 
concerned, I can only repeat what I said: I don't think 
in your own interests it would make any sense to in- 
crease his rate, if you say it is an optimum rate, 

Q. Where am I going to get the money? 

Aa You certainly can't get it from him, 

So, in answer to your first question, nothing will happen 
to the sugar beet producer. 


Q. Therefore, you say if I can't get it out 
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of some other traffic, then the result inevitably must 
mean I can't carry his sugar beets? | 

A. Are you contemplating -- is there an 
implication here the railway will go out of business? 

Q. No, no, 

Rs You we making money on the sugar beets. 

Q. What the implication is, Dr. Roberts, 
is that I so adjust the sugar beet rate so that I do 
force that sugar beet shipper off the railway to an 
alternative means of transport even though it is higher 
cost. This is what you have difficulty in détermining, 
because you are suggesting to this Commission that the 
railway would be better off -- let us see if you 
agree -- that the railway would be better off because 
by using the high rates, these competitive rates, to 
the maximum level that you suggest that were in an 
inelastic demand that supported the high level has now 
become very, very elastic? 

A. More elastic. 

Q. "Very elastic" is the word you used, I 
think. In this country we have agreed charges which 
are negotiated by contract, and some of them cover 
100 per cent of the movement. Certainly, by using an 
agreed charge rate that is above the maximum is not 
going to give us any more traffic when we have a 
contract for 100 per cent now; you will agree with that? 

A. yes -- assuming it is above the ceiling. 

Q. Then, if while not carrying the 100 per 


cent the railways had negotiated for a percentage 
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less than 100 at a given rate, before they do that 

they have analysed and know specifically and meticulously 
the demand potential of the traffic they are dealing 
with, and so therefore a reduction in one of those 

rates, even not at 100 per cent, will not enable them . 
to get more traffic; you would agree with this? 

AY Yes; eir. 

Q. So therefore, in respect of competitive 
rated traffic, which happens to be covered by agreed 
charges, there is nothing, I Suggest to you, that the 
railways can look to for loss of revenue through in- 
creased tonnage to offset the loss of revenue that 
would arise from your scheme; you agree with that? 

As You have certainly outlined cases where 
expansion would be unlikely. I don't know the relative 
importance of this. 

Q. The relative importance of agreed charge 
traffic? 

ye Yes, in terms of the traffic that would 
be subject to new and perhaps lower ceilings, the rates 
of which would be held down. 

Q. Just to make you feel a little happier 
about cucbinatbe I can give you some idea, The Waybill 
Analysis for 1958 shows the average revenue per ton mile 
for competitive rates, 2.07 for a haul of 295; agreed 
charges, 2.47 for an average haul of 348 miles; non- 
competitive commodity rates, 1.78 for an average haul 


of 320 miles. 


A. I was referring really to the relative 
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volumes, Mr. Sinclair, 

Q. The relative volumes? 

A. The question I was raising was how 
relatively important the agreed charges are in this 
sector of traffic we are talking about -- whether it 
is a quarter of it or a tenth of it. 

Q. Well, I could work that out from the 


Board's Waybill Analysis. 


---Short recess, 
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THE CHAIRMAN: Order, Please, 

MR, SINCLAIR: Q. Dr. Roberts, before the 
recess I put to you this question. I gave you the 
relationship .of ton mile and length of haul by the 
categories of traffic taken from the board waybill 
analysis, Just to complete it, I have also made the 
calculation | including class rated traffic, which I 
left out. If you wanted to put class rated into the 
average that I have dealt with, it would move to 1.99 
cents for an average haul on 334. That is, it would 
move the 1.78 average for non-competitive commodity rates 
to 1.99 cents, and would move length of haul from 320 


to 334? 


Q. iI ask you in the light of that, and if you 
will accept from me that class rated traffic on Canadian 
Pacific by volume is a very very small percent -- if you 
will accept from me, say, oh, gues tans under five? 

Ay» Yes. 

Q. This, then, I suggest to you, indicates 
that by using an average factor for variability to 
determine an average factor for constancy or fixed costs 
is bound to result in an imperfect basis for determining 
the ceiling rate as a key. 

A, Well, I cannot agree, Mr. Sinclair. I do 
not know whether we are having communication difficulties 
or not. 

Q. Well, maybe we are. 


Well, I will not take any more time. Just let 
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me go then to another point, 

COMMISSIONER GOBEIL: Mr. Sinclair, when you 
were in the sugar beet business, before, you said that 
you were losing money on it? 

MR, SINCLAIR: No. I gave him a rate that was 
sTrand <3. 

COMMISSIONER GOBEIL: I think Dr. Roberts asked 
you if you were making money and you said no. 

MR, SINCLAIR: I said -- I am sorry if I did. 
The figures I gave -- 

THE CHAIRMAN: You might not be making enough? 

MR, SINCLAIR: The rate would be .8. Well, 
never mind the points; take 8, The rate is 8, and the 
cost is 7; so that gives me on the existing factor a 
contribution to fixed of 1 on 7. 

THE WITNESS: Yes, 144. 

MR, SINCLAIR: Q. Well, let me suggest this 
to you, that there would be under your plan what you have 
termed a more subtle type of downward discrimination whic 
would exist in the following circumstance: where the 
demand characteristics of the commodity being shipped 
were such as to enable the rate to be above the maximum 
proposed and where the traffic was highly competitive? 

A, I am sorry. Would you repeat that? I 
missed the last part. 

Q. And where the traffic is highly competitive 
Would you agree? 

A, What I refer to in this, where the term 


"subtle" was used, was the fact that in downward 
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discrimination you can have under-pricing where rates 
are below a level which would maximize net, short of the 
kinds of ceilings we are talking about, 

Q. But I have put to you that you would still have 
downward discrimination where the demand characteristics 
were such that the rate could be above the maximum, and 
to look after the social consequences I added that the 
traffic was highly competitive, 

A, Well, this may be a definitional thing. 

By downward discrimination I mean discrimination at rates 
below average costs, These rates you are referring to, 
by definition, could not be below average costs, They 
would above. 

Q. But there could still be discrimination, in 
that the railways would be, by legislative fiat, by 
directive, under-pricing the demand characteristics of 
the product by charging only the maximum rates? 

A, There would be pricing that is less than 
-- rates at less than something that would yield maximum 
net revenues, yes, which is the purpose of the ceilings 
to prevent in some cases, 

Q@. And what you would thereby be doing, I 
suggest to you, is interfering with the interplay of 
market forces in transportation unnecessarily? Correct? 

A. I do not know whether you would say 
unnecessarily.iIn any strict construction, of course, it i 
not necessary to have any kind of price ceilings in 
transportation. The concept of reasonable rates is not 


a necessary thing. We believe this is calculated in the 
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public interest, and I think the same thing would apply 
to setting of ceilings that were derived from some basic 
economic Rationale, as well as any other. 

Q. Let me see if you would agree with this 
statement: 

"Competition cannot perform effectively its 

basic functions of forcing innovation and 

efficiently channelling resources into 
alternative uses and tothe most capable 
producers if it is restricted"? 

A, Yes, I will agree with that, 

Q. And the example I have given to you, you 
Will agree, does restrict competition? 

A, I do not believe so. 

Q. Well, it necessarily, I suggest to you, 
Dr. Roberts, prevents the railways from maximizing its 
revenues, bringing about the greater efficiency in 
innovations by maximizing its revenues and yet not 
having any social disability because the traffic, even 
priced there, is priced there in face of a high 
competitive factor? 

A, This, as I have said, applies to any kind 
of rate ceilings. It seems to me those that are 
presently imposed prevent the railways from maximizing 
in certain kinds of circumstances, 

As I understand the issue here, it is not 
whether there should be any kind of maximum rate control 
but what kind of maximum rate control. At least, this is 


the issue I was addressing myself to. 
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Q. I would suggest to you that the maximum 
rate control now imposed places the ceiling at a very 
high level; much higher than you would contemplate? 

A, I might suggest we do not know really what 
these ceilings would be. I am sure they would be well 
above full cost, for example, 

Q. Well, one of the points of your proposal, 
of your plan, you will agree, is that it is speculative 
in its application and in its basis because you must 
forward=-look into an area, which makes it difficult to 
be even definitive within a pretty large area? 

A, As I have said, you must speculate, in the 
same way a businessman speculates when he decides how 
much to invest; what to invest in; how to price his 
product. 

Q. But the businessman has not got the multi- 
range of product movements that the railway has, No 
business has the hundreds of thousands of movements and 
commodity combinations that a railway has? 

A, No, if the railroads are pricing, if they 
are to price them rationally, as has been suggested they 
do, then they must make some kinds of determination from 
time to time with respect to the full range of their 
output. 

Q. But in regard to bringing them to a 
ceiling that is fixed in principle or by fiat you have, 
I suggest to you, forced them to make speculative 
decisions to a very much larger degree than they are 


forced to do at present? 
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A. I do not believe so. I do not think the 
speculative decisions are imposed upon the railways. In 
our case, they would be imposed on the regulatory 
authority trying to determine output and costs so the 
ceilings can be set intelligently. 

Q. So what you would do is substitute the 
experience and the meshing of costs and experience and 
market analysis that is now operative in the traffic and 
research department; you would put that aside, which is 
the basis of railway pricing today, and you would say 
that a regulatory tribunal with professional help would 
arrive at a more just and equitable freight rate 
structure? 

A, Oh, certainly not. No. The railroads 
would certainly still have their day to day pricing 
problems to do. 

Q. But in the final analysis a maximum would 
set through this application of theory in a speculative 
area of market analysis? 

A, The price ceilings would be set 
appropriately by regulatory authority. 

@. Which must do what I have just said; they 
must operate in the speculative application of market 
analysis and the theoretical concept of uniform pricing? 

A, They must be set by a regulatory authority, 
employing all of the analytical techniques and data 
which are progressively becoming more and more 


available. 


Q@. Does not the way I put it amount to exactl 
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what you are doing, but I am using words that maybe you 
do not agree with, They are harsh words. Instead of 
using "burden", for instance, like an economist, a 
fellow who wants to sell something calls it "cost". 
Instead of using "discrimination", like an economist, 
a barrister might use the word "differential pricing"; 
it is not so harsh, But, in effect, what they are doing 
is -- this regulatory tribunal, I suggest to you, Dr. 
Roberts, that they are in the speculative area of 
market analysis. 

A, Perhaps we could compromise on the word 
"forecasting". Some forecasting must be done. 

Q. Well, "forecasting" <= I think you must 


agree with me "forecasting" necessarily is speculative? 


Q. Now, Dr. Roberts, you would agree with me, 
would you, that one of the most serious threats to 
private enterprise and the rail transportation would 
be the impairment of railroad credit and the inability 
of the carriers to attract necessary capital? 

A. * Tes 

Q. And you would agree -- I am summarizing 
this from some of the answers you have given to my 
friends -- that unless there was social necessity in 
the economic sense, rates should not be fixed at an 
unremunerative level? 

A, Right. 

Q. But you would agree that if social 


necessity required rates to be fixed at an unremunerativ 
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level and the difference between the level and a 
remunerative rate was made up by subsidy, that that 
subsidy should clearly delineate the purpose for which 
it is being granted? 

A,. Yes, sir. 

MR, SINCLAIR: Thank you very much, Dr. 
Roberts, and I may say to you that as you come from 
Pittsburg there are some of us here who were very close 
to you not very long ago,and we certainly appreciate the 
work they did, at least in one field that we know. 

THE WITNESS: Thank you, Mr. Sinclair, I 


cannot imagine any kinder words, 
BY COMMISSIONER ANSCOMB: 


Q. I just would like to ask you this, and 
maybe it has nothing to do with Mr. Sinclair has said 
at all. 

If you were in charge of our two railways 
tomorrow morning, how long would it take you to put 
your ideas into effect? 

“A, Do you mean all my ideas about railroading 
or what I am talking about here? 

If I were in charge of the railroads, I doubt 
if I would want to put some of these ideas into effect. 
Certainly I think, despite the protestations that there 
are - unremunerative rates, I think unless there is 
constant re-examination of these things that some of 
them are going to crop up. If you are depending upon 


complaint toferret these out, unless I fully understand 
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2 the institution, one thing I would want to do would be 
3 to insure that there is continuing review. 

4 How long it would take me to do this, I just 
5 do not know. It would depend ma the staffing and the 
6 rest of it. 

7 Q. I know. That is all right, Doctor, but 

8 surely you can give me some idea. Would it take months 


9 or would it take years? 


10 I.do not know anything about the railroad 

11 business, I am learning something, and I want to find 
12 out. 

13 A, Well, there are no United States railroad 
14 people in the group, so perhaps I can speak rather 


15 frankly. 

16 I think if I were the president of many 

17 railroads in the United States, it would be a matter 
18 of years. I think there is a question of hierarchies 


19 that are just extremely difficult to budge. Despite our 


20 concept of quasi-military organizations, from experience 
21 I have seen railroads have a hard time moving their 

22 lieutenant generals, and their troops, a lot of times. 
23 And this is a real problem in most cases that I know 

24 about. I suspect it is not true -- in fact I believe 


25 is less true in Canada than in the United States. 

26 Q. I do not think you quite have my idea, 

27 I say if you were in charge, and if you were in charge 
28 you would fire your generals if they do not do what you 


29 tell them to do? 


A. This is a good question, whether you just 
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completely overturn an organization overnight. 

Q. There is only two in Canada worth while. 

A, If you were responsible for either one of 
them, and you have some ideas and you say "Next Tuesday, 
I am going to put them into effect", and people drag 
their feet, I do not know whether you sack them all or 
not. 

As I say, this is a rather serious thing. 
And, as I say, I think most of the burden of my brief 
is not particularly relevant for railroad management 
to do something about; this is addressed to the 
regulators, as you know. 


COMMISSIONER ANSCOMB: Thank you, Dr. Roberts. 
BY COMMISSIONER MANN: 


Q. Dr. Roberts, you have been very patient 
in answering questions. I just have a couple of minor 
points. They are almost peripheral, 

In your Appendix III, you talk about data and 
analyses required for applying uniform pricing rule and 
you make certain points there. 

Now, I discussed this with Dr. Williams, and 
I would like to have your comments as well. For the 
successful working of your proposal, would you require 


an extremely strong cost section, cost-finding section 


of the regulatory agency? 
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A. Yes, I would think so, Of course, one 
thing here which strikes me =-- if I were talking like 
this in the United States forum it would be seem that 
basic problems of data would perhaps seem formidable, 
but here with two railways they seem less formidable, 
particularly with two railways that have themselves 
done a good deal of basic research on marketing and 
costing. This is well recognized in the United States, 
I certainly believe that in conjunction with this and 
effectuating any kind of programme of rationale 
regulation, good strong research staffs and costing 
among them is a very important part. For instance, 
the ICC about which I can speak freely north of the 
border has been notoriously weak in research as a result 
of which the Commission in the motor carrier field does 
not know much about this industry. It is just in- 
eredible. They are trying to regulate an industry 
with thousands and thousands of firms speaking of 
economic relationships that just do not make sense. 
They are confronted in congressional investigations 
with questions to which they simply have to say they 
do not know and they are basic questions. So, in 
general terms, I think the regulatory authbrities 
should have something more than tabulated statistics. 
They need good strong economic advice and certainly 
this would be one of the important points. 

Q. May I ask you the converse of this 
question, if the regulatory agency did not have such 


a strong cost-finding section and a section giving 


—_ 
a aa 


at Be 


‘sino. i ‘ste 


ie 
sel Bisel $d auto? sstady er 


- 
Ar 


en agedtseg’ btuow oJ ob % sme Lord, 
» aa eh 
jo) age, mega yout '« wh aenontnn ns i dete _ 


flonmecer otasd 29 iseb boog 


bestaygocet Llaw we kat 


al sads pvetied teach 


ns 
MaLYROTQ to Hohl wis anttaudos’ 
. aha. 
KoTesast Qouoisa .boog nots stag 


Miertogel yrevy 6 Bk 


notiw twoda bor ade 
ie a ¢ | 


aged aad tetrsod: ohh 
i marl , 


selumo)’ ead sasinial 


vod’ senkicsion 


fd Das. abasagods pe 


a 


] ) Saati 
fi3 egistenctinten olinonooe 


and 


yeas sotew. ot smozdastip oh 


ate a 
-SNOLRSup oteed ote youd bere worl tor of 
NV 
findasves ywrotaligot eng aa Eee: ‘i storie recent, 


ebiteltate be Jslipdat aad? ecm iti : 


Ulatséxe bas Potwbey -otmonces scones boos ee 
ahs 
- 7 a7 f si ; 


ate? 4 
iE 


om oued 0 


iy 
Pa 
‘a 7 
oe - Yor 
; ijmes ) dpe 
ce Mere 


4 
ANGUS, STONEHOUSE & CO. LTD. Réberts , 17441 
TORONTO, ONTARIO e 
\ 


strong economic advice would the success of your 
proposal be imperilled? 

A. Yes, I think there is no question. Again 
it gets back to the question of precision that I mentione 
this morning and I think reasonably good indications 
liberally construed would be better than what I consider 
-- perhaps there is no general agreement with this, 
but what I consider good, real standards set and, again, 
precision, to come up with any kind of price ceiling 
it seems to me would depend upon these factors, 

If you do not have the good economic research then 
pretty broad margins are clearly called for. 

Q. I just have one more question and this 
is very minor. On page 30, Appendix III, you talk 
about the waybill study both here and in the United 
States, and as we both know they are both on the one 
per cent basis. You make a suggestion that adequate 
Canadian waybill study might be strengthened by in~ 
creasing the size of the sample to two per cent? 

A. Yes. 

Q. Now, did you just pick two per cent as 
being higher than one, or did you do this on purpose? 

A; No, I did not attempt to compute margins 
of error. The reduction would come from a two per cent 
rather than a one per cent sample. I simply found 
out in computing these car mile ratio samples when you 
applied the car mile revenue data in the United States 
on a one per cent sample by miles itis a rectangular 


hyperbola, not a wave in it. You do this for Canada 
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and I noticed it is curved, so it is all right, but 
some of it goes all over the place. While this is a 
sample error it does not make much sense if you have 

a big sample. In other words, the normal rate forms 
being filed here by this waving line and the regularity 
of it was quite clear, It is the manifestation of 
the inadequacy of the sample. However, the reverse 

is so very much similar you have one per cent of one 
hundred cars and it is quite a different thing from 

one per cent of five thousand cars. 

Q. But you have not come to any conclusion, 
pearing in mind the Canadian universe, as to what per- 
centage of sample our waybill analysis should have? 

A. No, it is a simple illustration, I 
think adopting the two per cent would substantially 
reduce the sampling error but I do not know. 


COMMISSIONER MANN: Thank you very much. 


RE-EXAMINATION BY MR. FRAWLEY: 

Q. In cross-examination by Mr. Sinclair this 
morning you made an answer that I want to call to your 
attention. Mr. Sinclair led up to that answer by 
these questions: 

i> And the effect of that, I suggest to you, 
economically,is to look at only the one 

side of the discrimination equation, and 

that is that it necessarily looks away 

from discrimination justification on the 


reduction of all rates, both high and low, 
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and looks for its justification on the 

reduction of high rates? 

"hes I can't accept this, really. 

"Q. I can understand why you can't accept it, 
but I am suggesting to you you have made 
it clear to my friends on a number of 
occasions that you are nc& suggesting the 
low rates go up; you are going to leave 
that to the railways? 

"A, yes. 

"Q@. But you are certainly suggesting that high 
rates come down? 

Ay, If you mean looking at it from one side, 
then quite clearly the answer is ‘Yes'," 

I am sure you do not want to leave the impression 
with the Commission that you looked at this problem 
from one side? 

A. Oh, no, 

Q. I would like you to indicate whether 
or not you think that last answer was an incomplete 
one or would you like to comment on that answer? 

A. I certainly do not want to leave the 
impression of a one-sided analysis. I think what I 
said or endeavoured to say was that I certainly looked 
at the full subject of discrimination. We had this 
distribution in the United States in this part of 
the analysis to review out of pocket cost ratios, 
but in terms of the fact of applying the principles 


enunciated in that statement only one side of the 
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discrimination picture was altered explicitly, namely, 
the high side. There were proposals that perhaps some 
high rates should be reduced, With the test I proposed 
the question of whether some consideration was given 
to the other side, actually the question of low rates 
and the introductory paragraph suggested that if there 
are some too low, along the lines we have talked about 
this afternoon, they should be increased, The main 
purpose was on upward discrimination, so we dealt with 
one side of discrimination in this way, but I will not 
confess to a one-sided analysis. 

MR, SINCLAIR: I would not argue that he 
had either; I would argue he had done just what he 
said he did. 

THE CHAIRMAN: I think we understand your 
position. 

MR, FRAWLEY: If we do not we will hear it 
when the time comes for summing up. 

THE CHAIRMAN: Thank you very much, Dr. 
Roberts. 


MR. FRAWLEY: I will call Dr. Little. 
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WALLACE I, LITTLE, called 


DIRECT EXAMINATION BY MR. FRAWLEY: 


Q. Dr. Little, you live in Seattle, 
Washington? 

Be I do, yee. 

Q. I will just read this professional and 
personal record of yours and then ask you if you agree 
with it or otherwise, 

Personal Data; Age, 39 years, July 16, 1921. 
Marital status: married, five children, 

Education Record: Wethersfield High School, 
Kewanee, Illinois, 1936-39; University of Illinois, 
Champaign, Illinois, 1939-41, Bachelor of Science 
Degree in Businéss; - University of Illinois, 
Champaign, Illinois, 1946-47, Master's Degree in 
Economics (majored in Transportation); University 
of Wisconsin, Madison, Wisconsin, 1950-52, Pa. Ds 
in Economics (majored in Transportation ). 

Business Experience: International Har- 
vester Company, Portland, Oregon Branch Office, 

Credit Department, 1947-48. 

Military Experience: 1st Lt. Field Artillery 
and Engineer Corps (assigned); Communications Officer, 
Field Artillery, Italy; General Service Engineer 
Assigned, Philippine Islands; Construction Battalion, 
Construction Yakota Air Base, Japan. 

Teaching Experience: 1952-54 Instructor, 


Oregon State College, Corvallis, Oregon, Transportation 
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and Business; 1954-56 Assistant Professor, University of 
Washington, Seattle, Transportation and Business; 
1956-Present, Associate Professor, University of 
Washington, Seattle, Transportation and Business. 
Publication Record: The Financial Risk 
of Airlines in the United States, Masters Thesis 
University of Illinois, 1947; The Determination of 
Subsidies to Motor Carriers Through Highway Cost 
Allocation, Doctoral Thesis, University of Wisconsin, 
1952; "The Basic Issues of the Weeks Report," Pacific 
Northwest Business, July, 1956; Monthly Licensing for 
Seasonally Operated Motor Vehicles, for the Joint 
Fact-Finding Committee on Highways, Streets and 
Bridges, Washington State Legislature, 1958.; "Shipper- 


"! 


Lease Trailer-On-Flatcar Service,’ University of 
Washington, Business Review, 18: 43-48, April, 1958; 
"The Future of Guaranteed Rates," Distribution Age, 58: 
27-30, 62, July, 19593 The Cost of Motor Vehicle 
Accidents to the State of Washington, for the Joint 
Fact Finding Committee on Highways, Streets and 
Bridges, 1960. 

Cases on File with Harvard University: 

1, The Forsythe Chemical Company; 2. The Writewell 
Stationery Supply Company. 

Appearances before Public Bodies: Inter- 
state Commerce Commission; Joint Fact Finding Committee 
on Highways, Streets and Bridges, Washington State 
Legislature. 
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qualifications’ and publication record? 

A. Yes, 

Q. Now, in Canada we have had a problem 
extending over many years and that is the problem that 
arises out of the fact that uniformly in revenue cases 
when an examination into freight rates is authorized 
by the Board of Transport Commissioners, resort is had 
to what is known as the Horizontal Percentage Increase 
method for increasing freight rates. I approached 
you some months ago and asked you to give some thought 
to that question? 

A. That is correct. 

Q. And you were good enough to say you would 
consider it and you did consider it, and you have with 
you now a paper which is called "The Cost Based Rate 
Increase Formula", which proposes for consideration 
an alternative to the horizontal percentage increase 
method? 

A. That is correct. 

Q. Now, Dr. Little, would you be good enough 
now in the time that remains to at least commence the 
introduction into the record of the statement which 
you have prepared? Ordinarily that is done by reading 
it into the record with such interpolations as you 
think are necessary and with such omissions from the 
reading as you think are warranted. Will you now 
proceed to do that? 

A. Between the periods of April 8, 1948, 


and November 17, 1958, a little over ten years, The 
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2 Board of Transport Commissioners authorized overall 

3 maximum rail freight rate increases in Canada of 157 

4 per cent above their previous level. Rising rail 

5 earrier costs before and since April of 1948 have made 
6] necessary, in part, such drastic authorized rail 

7 carrier freight rate increases, The problem is not 

8 whether rail carriers should be authorized to increase 
9 rates commensurate with their increased costs, but 


10/ how such increases should be applied so as to have 


11 rail rate increases properly reflect the incidence 

12 of cost increases, 

13 It has been the recurrent practice of rail 
14 carriers in the United States and Canada to have 

15 authorized rail freight rate increases by means of 

16 a flat percentage increase applied to existing rates. 
17 There have been several reasons for such a practice. 
18 The reasons aré: 

19 dee The computation of an across-the-board 

20 increase is easy to accomplish. Given 


a need of a specific increase in revenue, 
the per cent of increase can be computed 
and used to represent the general rate 
increase required to assure sufficient 
revenue to meet revenue requirements. 

2s An across-the-board increase in rates makes 
it possible to administer an increase in 
rates without the need of replacing 


existing tariffs. 


3. The railways of Canada and the United States 
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have stated an across-the-board increase 

in rates is equitable, 

If the purpose submitted by the rail carriers 
for the changing of existing rates is a change in 
costs, there is involved an inherent assumption that 
new rates should equitably reflect the changes in the 
costs, The principal objective of this study is to 
devise a means whereby a change in rates will reflect 
changes in costs, Therefore, it is not within the 
proper scope of this study to determine whether or 
not changed rail rates should reflect shudeaddeueke 
Such a determination is the responsibility of the 
regulatory authority which has the duty of making such a 
policy decision. But given the problem of changing 
rates so as to accurately reflect changes in costs, 
how can this be accomplished so that existing 
tariffs need not be replaced and yet changing costs 
for varying lengths of movement are reflected? 

It is not difficult to adjust rate changes 
so as to assure changes in revenue will be sufficient 
to cover changes in costs. It is rather a simple 
procedure to change rates in such a way that the 
resulting revenue is sufficient to cover fully 
distributed costs including capital costs. But it 
is another thing to know that the changed rates which 
have evolved from this procedure reflect average 
cost changes. It may be adamantly stated that the 
principle objection to the flat percentage rate 


increase method has been that it does not assure that 
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increased rates reflect increased costs for individual 
movements, 

In other words, if rail rate changes properly 
reflect rail cost increases, ideally, they should so 
reflect rail cost changes for each movement as well as 
for rail freight transportation as a whole, If they 
do not, it represents excessive rate increases for the 
shippers in one segment of rail transportation, It 
is not the objective of this analysis to determine if suc 
a subsidy should exist, But, it is the objective 
of this statement to determine if such a Subsidy exists. 
Its existence, with or without awarement, will have pro- 
found effects on the transportation system which evolves 
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ANGUS, STONEHOUSE & CO, LTD. Little dir. gi 5 
TORONTO, ONTARIO (Frawley ) 7h L 


Maybe it would be well at this point to move 
back to tables I and II and take a glance at those so we 
can see what was provided, 

You will notice that table I provides the fully 
distributed costs, and table II provides the out-of- 
pocket costs. These are figures for the United States, 
and they provide statistics separately for each of the 
three districts; the eastern district, the western 
district, and the southern district, 

Q. The source of your information, the statements 
2-50 for 1950 and 5-56 -- is that was is known as the 
Green Book or the Salmon book in I.C.C. parlance? 

A, I have never heard them referred to in 
either of those ways. I am referring to this document 
here, 

Q. Statement No. 5-56, and it is called Rail 
Carload Cost Scales for Territories as of January 1, 1956, 
based on year 1954 operations with adjustment to reflect 
wage and price levels of January 1, 1956. It is prepared 
by the Cost Finding Section and dated at Washington, D.C., 
May, 1956, and it is called as I have said, Statement No. 
5-56. 

You were describing the tables: perhaps you 
could begin again. 

A. I pointed out we have here figures' 5° ~#e 
for fully distributed on table 1, and out-of-pocket costs 
on table II for each of the three districts -- eastern, 
western and southern. We have here listed the average 


tons given by these documents per car for the years given 
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ANGUS, STONEHOUSE & CO. LTD. Little (dir ) 17455 
TORONTO, ONTARIO (Frawley ) 


1950, 1956 and 1958, by those three different respective 
documents, and then the average tons which are given -- 

I had to follow down to find something that would be 
comparable for each of the years, and I selected a figure 
of 28, 28 and 27.4 because those were the ton figures 
actually given by that document, and you can see they are 
almost identical -- two of them are identical, and one is 
very close, 

The cost for a car of 28 tons, the average tons 
per car, for 28, for the year 1950 in the eastern district 
the cost unrelated to length of haul was 8.77¢. 

Following it across you find in the same table the othe 
related to the length of haul for fully distributed costs 
-- and I think we can add something to clarify this 

column a little: it is the cost related to length of haul 
with line haul costs underscored. If you add there "cents 
per hundred-weight mile". 

Q@. As a further caption to the column? 

A, Yes, 

QQ. Let us number the colums: The year and 
the district we will call 1. Average tons per car for 
the year, 2. Average tons per car used, 3. Cost 
unrelated to length of haul (terminal costs), 4. Percent 
increase since 1950, 5. Costs related to the length 
of haul (line haul costs), 6. Percent increase since 1950 
T. 

COMMISSIONER GOBEIL: I have some trouble 
between columns 2 and 3 -- the column "average tons per 


ear for the year". There would be some empty cars there, 
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or cars not used? 

THE WITNESS: Yes. Let me turn to the document 
itself. 

COMMISSIONER GOBEIL: What I do not understand 
is how the second column can be higher than the third 
one. 

THE WITNESS: You mean, when you refer to the 
"second" and the "third" -- are you referring to the way 
it was numbered by Mr. Frawley? 

COMMISSIONER GOBEIL: The average tons per ear 
-- yes, 

THE WITNESS: You are wondering how I arrived 
at different figures for these? 

COMMISSIONER GOBEIL: How the one is higher than 
the other one. 

THE WITNESS: In the document itself, we have 
here -- and I might just let you take a look at this -- 
we have listed on the far left hand Ne tons per car, 
and they are varying tons per car, and at the bottom we 
have the average tons per ¢ar. 

MR, FRAWLEY; Q. You are now referring to 
another document? 

A. I am now referring to my own document and 
clarifying it by means of the original document. 

THE CHAIRMAN: 5-56. 

MR. FRAWLEY: But you are now discussing with 
Mr. Commissioner Gobeil a document other than the brief 
from which you are reading? 


A, That is correct. 
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Q. And other than the tables 1 and II which 
appear on pages 3 and 4 of your brief? 

A,. That is correct. 

Q. I am only suggesting that we must identify 
it, or the transcript will be very hard to follow. 

A, Yes, 

Q. If you will identify the document you are 
now discussing with Mr. Commissioner Gobeil ...? 

A, We are reading directly here -- this is a 
photostatic copy of one of the three documents which I 
quoted as the source of those tables. The one which I 
just handed to Commissioner Gobeil a moment ago was the 
1956 document, 

Q. So that it is a photostat of I.C.C. 
statement No. 5-56? 

A, That is correct, 

THE CHAIRMAN: That is your source, Dr, Little? 

THE WITNESS: That is correct, and you will 
notice that we have a number of different tons on the 
far left hand column,but there is an average tons of 
movement which is given at the very bottom. In the 
document you have, Commissioner Gobeil, it is S0s7e" I 
wanted to find a number in this column which was as close 
to 30.7 as I could. You cannot always find 30.7 because 
the tons of the cars are not always given in tenths. So, 
I was forced to select whatever seemed to be closest to 
that and yet at the same time accomplish the objective 


of having the tons per car be very close for all three of 


those years. 
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MR. FRAWLEY: Q. So, in that instance, you 
took the figure 30 which appears at the bottom of colum 
3 on table 1? 

A, That is correct, and it does say that, and 
it was 30.7 for the average tons; the average tons per 
car used in this table was 30. 

Q. I think what is causing the trouble is the 
use of that word "used". Column 2 is, as it says, the 
average tons per car for the year as disclosed in your 
I.C.C. material? 

Ay Yes, 

Q. Column 3 is the average tons per car which 
you used in the study you are now presenting? 

A, That is correct, To interpret this we see 
that the cost unrelated to the length of haul, column 4, 
in the eastern district increased from 8.777 to 14.501 
between the years 1950 and 1956, This represented, going 
to column 5.8 65.2% increase in those costs, 

Between the years 1950 and 1958 the costs had 
increased to 17.251 which represented a 96,6% increase 
over the base of 1950; not over 1956. 

Following this across we see much the same 
procedure ---exactly the same procedure, in effect, being 
followed in columns 6 and 7. In the same document which 
I referred to you, there is a column pertaining to costs 
per length of haul in cents per nigede Gondtent mile. We 
find in the eastern district in fully distributed costs 
that those costs were increased from .O49 to .06427 etc., 


or, 30.6% which is substantially less than that for costs 
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unrelated to length of haul, and it increased 
to 38% over 1950 in the eastern district by the year 1958, 

Q. I think we could well do with a few more 
words added to your captions. In colum 4, "Costs 
unrelated to length of haul (terminal costs) -- in what? 

A, These are in cents per one hundred pounds, 
They are given above, 

Q. Oh yes, I see, 

A, The only one which needed clarification was 
column 6, and I want to add in there "cents per one 
Sst a ie? an mile". 

I might point out why I say this: I will go 
rather briefly at this point. In the eastern district, 
costs unrelated to length of haul increased to more than 
twice the costs related to length of haul between 1950 
and 1956, 

We see between 1950 and 1958 it was about 3004 
of the 1950 figure. It increased almost three-fold. 

Following through the other three districts in 
the United States, we see some comparable figures. In 
the western district here between 1950 and 1956 costs 
unrelated to the length of haul increased 56%, while 
during the same period of time costs related to the 
length of haul increased 26%, or less than half. 

Between 1950 and 1958 in the western district 
costs unrelated to the length of haul increased 72% while 
those costs related to the length of haul increased 25%. 
They had actually decreased from 1956 to 1958. 


We find these figures, and somewhat consistent 
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ANGUS, STONEHOUSE & CO, LTD. Little ’ gir, 171,60 
TORONTO, ONTARIO (Frawley) 


again, in the southern district where costs unrelated 
to length of haul increased 41.6 percent between 1950 
and 1956, and 61% between 1950 and 1958 for costs 
unrelated, whereas they increased only 17% between 1950 
and 1956 for costs related to length of haul and only 
16.6% between 1950 and 1958. 

So, there is a very consistent pattern in 
accordance with these figures provided, and this becomes 
very significant. 

Q. Have you completed your extemporaneous 
discussion of the two tables? 

Ay Pees, 

THE CHAIRMAN: Well, we will adjourn now until 


9:30 tomorrow morning. 


--- Adjournment --- 
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